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UK - US Cost Sh a ring. 


With reference to your minute of the 8th April. I will try to answer 
Ur. Ward’s questions by reference to his indices, as follows 


(b) I see nothing in any of the international1. agreements 
which establishes a right of the United States authorities to 
cla m residual value for projects constructed in this 
country for their forces. Such a right wouj .d.not arise 
unless there is an express agreement to that effeoi, 

: C 

As si. 0 1 1 .t TrFww'.vw Solicitor« 
Ibth April, 1971. 


(a) I think, you are correct that the protocol on international 
military headquarters does not apply to installations used 
only by the United States forces. Where is a suggestion in 
paragraph 3 of Article 9 of the KaTQ Status of Forces Agreement 
that ’the sole responsibility for making suitable arrangements 
to make available to a force or civilian component the 
buildings and grounds which it requires* could mean that 
ordinarily this would result in our own. agencies being used 
for works services. .V.'e could argue that this follows from 
the further provision that ’these agreements and arrangements 
shall be, as far as possible, iri accordance with the 
regulations governing the accommodation and billeting of 
similar personnel of the receiving state’, T believe, however, 
that such an argument could only be used in a. persuasive sense 
since the whole paragraph is expressed to he ’subject to 
agreements already in force or which may hereafter be made’. 
Strictly speaking, therefore, there is nothing in the NATO 
Status of Forces Agreeirmt which would justify us saving, 
as a right, that the Americans may not use their own works 
organisation rather than DOS 
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(iii) He thought that legal opinion should be sought 
on the US demands for residual value (RV's). 

(b) Ministry of Defence 

(i) Mr Ward said that the Ministry of Defence had not 
yet formed a departmental view on the latest American 
proposals but the politico/military organisations for 
making a further concession to the Americans were not 
now as cogent as they once had been. However in view 
of the high level at which the present approach had 
been made by the Americans, it was clear that they 
placed great importance on the matter and this factor 
should now be taken into account. 

(ii) Mr Ward believed that there should be no further 
negotiations on the DE rate to be offered to the Americans. 
Ministers should be asked to decide either to accept the 
latest American proposal or to refuse to increase our 

last offer. 

(iii) Mr Ward agreed that the additional cost of the 
latest American proposal was not high and that it would 
not be impossible to find the amount from the defence 
vote. 

c) Foreign and Commonwealth Office 

(i) Mr Lush said that it would be politically difficult 
to reject the latest US proposal on DE's which was not 
far from our own offer. The high level at which the 
Americans were dealing with it was an indication of the 
importance which they placed on thematter. This apart, 
it was in any case particularly difficult to refuse a 
new agreement which was intended to replace an expired 
one. 

(ii) If there were no new agreement many problems would 
arise which would almost certainly lead to acrimonious 
discussion with the Americans such as the question on the 
future provision of land to the Americans and the terms 
of Article 9, paragraph 3» of the NATO Status of Forces 
Agreement which provides that receiving states should make 
available buildings and lands to sending states. 

d) Treasury 

Mr Winnard said that in the light of EDIP, the 
Treasury did not think that the politico/defence argument 
for making DE concessions to the Americans any longer had 
forbe. The Treasury in any case wanted to see an end to 
the custom whereby we automatically shared the cost of 
defence projects with the Americans. 
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POINTS FOR INCLUSION-IN NEW COST-SHARING ARRANGEMENT 


1. Tho principle of partnership and cooperation 
shall continue to bo tho basis of the agreement;. 

2. Tho now arrangement replaces the 1953 cost- 
sharing arrangement. All other agreements will 
remain in effect. 


Tnu i%u si'i 
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7. The U»K. financial contribution will consist 
primarily of waiving DE*s in excess of seven-and- 
one- half pe rcent for major and minor construction 
and maintenance. ’ 


faxm £J 


t,£J. will normally use' the services of the 
j; of Environment or other appropriate U.K 
■*a lthough the U.S. may,/ at its discretion 
directly with U.K. or-other contractors.. 


w A . . i 


contrac 


9. To the extent practicable, the U.S. will use 
British labor, construction- materials and equip¬ 
ment if they meet U.S.G. established standards''? 
and criteria and time and cost schedules. The 

labor/ material and 


may, however., use U.S 


equipment. 


Administration of this Agreement will be tho 


joint responsibility of 
Air Force and the Unite' 


Kingdom Ministryiof Defense 
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777 1. The principle of partnership and cooperation shall •' 

v '/.-v'. continue to be the basis of the agreement. t .. 
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/ ! 7 2. The new arrangement replaces the 1953 cost-sharing 7 '1">■ J 
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3. The agreement is for all U.S. forces t'o run initially .77»;r 
7 for ten years and thereafter until twelve months from the ' 

, .V.;>»>’■.* t -' 1 date on which either party shall give written notice to the 

other .of its intention to terminate the agreement. ' 

' . ■■ '.4; The U.S. will normally use the services of the M.P.B.W.- 

or other appropriate U.K. agencies. •ivv4i.v 

UThe U.K. financial contribution will consist primarily 
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&• The U.S. will relinquish its rights to residual value. ' 

HMG will continue to be responsible for reinstatement. 
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7y:7 7. Land arrangements under the 1953 agreement will continue, i 
■ i.e. HMG will provide free the use of surplus land and instal- 7 

' lations for agreed requirements; where, it’•-is agreed HMG 
7:y.' shall make available non-surplus land and installations, r ’ 
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land in cohnection with these installations if required. 
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Foreign and Commonwealth Office 
London S.W.1 


D'Ward Esq 
Head of S9 (Air) 
MOD 


24 March 1971 
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US MILITARY FACILITIES In/tHE UNITED KINGDOM 

Washington^telegram no/ffif o? S^ch^hich ^portld^Lr^hfuf 

“rSped^wSMadlo^e 8 KT S °? Wi ^ P^PoSTwhich, 

Greene <> “p of which i s enclosed), 

talking to Millard (Wafkington teleSL n? sTk) TTTTTjL 
the Americans feel strong v „>,«„+■ n °-u? 14 '* It is clear that 

good case for asking us to accept thffrTw’ oftLT'S they tT a 
fore very much in favour n-p v, OQ iuj„„ eir latest offer. We are there- 

suggested by the American^ mv an ^^erstanding on the lines 
they have come 1 lSnJ +« ^ i P r °P°sals on DE rates show that 

position of asking SI tTwl?™IT u/T" thelr P rert °^ official 

cial intimation thatthe? m£7? S ° charges ,• and from their unoffi- 
5 fi across the board. y e be pre:pared *° pay DBs at the rate of 

tiei^!ec E ?ed aS gpSl^r^rar^°t“ “e figures for 

latest SS^eXelSIhf? g£ — STIlScT* S&T 
pay a little under £470 000 a^eer^L'J e asking ’that they should 
they do under the current rate? f °£ our wo fks services than 

prepared to continue) I must «i v 1 iSo+ W +v,^ aV l told them thai: we are 
particularly when oni'remembers ^hat .mde^tta 0 ?^? 0 ' 6 See “ e S oesaiTC - 
a capital contribution of £22 r n +o f ■ 1953 agreement we made 
gramme of £125m L ?>,«! tt ^ ta , the ^erican building pro- 

tribution ft ali Shis Se? “ 0t be “ s a3ked for ° a P«*l con- 

•» 

Americans have°reintroduce<M;he urobl ° Ur view that the 

though this will fST tf p ?°^H m + of resttoal values,' even 

the impression that they had abanlon^dlheS^cpe^o^ettlngTheL. 
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Foreign and Commonwealth Office 
London S.W.1 


T- A K Elliott Esq CMG 
WASHINGTON 


24 March 1971 /jt^O [O/^ 


1. Your telegram no 814 about administrative charges on United 
States military facilities in the u nited Kingdom arrived just in 
time to prevent a paper seeking Ministerial views on the line to be 
taken with the Americans from being submitted in the Ministry of 
Defence. 

2. As Hillenbrand told Millard, negotiations on a new cost-sharing 
agreement have been going on for nearly 'ten years and have become 
something of a minor irritant in our relations with the US Embassy. 
Things had reached the point where it was obvious that a determined 
effort had to be made to bring the negotions to an end, either by 
making an offer acceptable to the Americans, or, if this proved impos¬ 
sible, by making it clear to them that we had. gone as far as we could, 
After considerable discussion between officials, a paper was there¬ 
fore prepared for the consideration of Ministers by the Ministry of 
Defence and agreed by the other Departments concerned. Although 
this has now been overtaken, you may find it interesting, since it 
contains the history of the negotiations, the views of the various 
Departments, and details of the possible courses to be taken. I 
enclose a copy. 

3. Jerry Greene handed an Aide-Memoire on the new US proposals to 
the PUS on 19 March using much the same supporting_arguments as 
Hillenbrand. I enclose a copy of this together with a copy of a 
letter with which I forwarded it to the MOD. I hope' that we shall be 
able to get a speedy Ministerial decision on these proposals but 
given the present financial climate here it is impossible to forecast 
what it will be. We shall of course do our best to galvanise_the 
other Departments involved into reaching a satisfactory solution as 
quickly as possible. 
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North American Department 

COST SHARING 

The Minister at the US Embassy telephoned the 
Permanent Under-Secretary today to say that he had 
got his figures wrong when he called on 19 March. 

The "illustrative sum of money" was "around 220" 
rather than the amount which he had quoted - the 
figure^ 220 was still hypothetical. The Embassy 
would be explaining to you in more detail. y 



TLA Daunt 


23 March 1971 
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partnership and cooperation in the common defense, 
to reach a satisfactory new agreement without 
further delay* 

A new cost-sharing arrangement should, in the 
D.S. view, do two things; establish the financial 
contribution each government would make to the 
maintenance and construction of United States bases 
in the United Kingdom; and establish certain ground 
rules for carrying out United States construction and 
maintenance programs. We have suggested a number 
of "principal points" for inclusion in a new cost¬ 
sharing arrangement. Agreement has been reached 
at the official level on most of these points. 

There are two points, however, on which agreement 
has not been achieved: the proportion of Departmental 
Expenses to be shared by the two Governments, and 
the waiving of residual value claims by the United 
States Government. 

The United States Government now proposes that 
it undertake to pay Departmental Expenses at the rate 
of seven-and-one-half per cent for construction and 
maintenance projects undertaken by Her Majesty *9 
Government on behalf of United States Forces. In 
addition, the United States would agree to waive 
residual value claims with respect to projects con¬ 
structed under the 1953 agreement; the United States 
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POINTS FOR INCLUSION IN NEW COST-SHARING ARRANGEMENT 


1. The principle of partnership and cooperation 
shall continue to be the basis of the agreement. 

2. The new arrangement replaces the 1953 cost¬ 
sharing arrangement. All other agreements will 
remain in effect. 

3. The agreement is for all U.S. Forces to run 
initially for ten years and thereafter until twelve 
months from the date on which either party shall 
give written notice to the other of its intention 
to terminate the agreement. 

4. Land arrangements under the 1953 agreement will 
continue in the new agreement/ i.e., H.M.G. will 
provide free use of surplus land and installations 
for agreed requirements; where it is agreed H.M.G. 
shall make available non-surplus land and installa¬ 
tions, H.M.G. will bear the expenses of making them 
available up to £>100,000 in any one year. H.M.G. 
will also provide additional land in connection with 
these installations if required. 

5. Land and installations which have been made 
available by H.M.G. to the U.S. Forces on the 
effective date of the new agreement shall continue 
to be so available. 

6 . The U.S. will relinquish its rights to residual 
value for projects built under the 1953 Agreement; 
the U.S. would retain residual value for projects 
built under the new cost-sharing arrangement. 

7. The U.R. financial contribution will consist 
primarily of waiving DE's in excess of seven-and- 
one-half percent for major and minor construction 
and maintenance. 

8 . The U.S. will normally use the services of the 
Department of Environment or other appropriate U.K. 
agencies, although the U.S. may, at its discretion, 
contract directly with U.K. or other contractors. 

9. To the extent practicable, the U.S. will use 
British labor, construction materials and equip¬ 
ment if they meet U.S.G. established standards 
and criteria and time and cost schedules. The 
U.S. may, however, use U.S. labor, material and 
equipment. 

10. Administration of this Agreement will be the 
joint responsibility of the United states Third 

Air Force and the United Kingdom Ministry of Defense. 

11. Other administrative clauses. 
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partnership and cooperation in the common defense, 
to reach a satisfactory new agreement without 
further delay. 

A new cost-sharing arrangement should, in the 
U.S. view, do two things: establish the financial 
contribution each government would make to the 
maintenance and construction of United States bases 
in the United Kingdom; and establish certain ground 
rules for carrying out United States construction and 
maintenance programs. We have suggested a number 
of "principal points" for inclusion in a new cost¬ 
sharing arrangement. Agreement has been reached 
at the official level on most of these points. 

There are two points, however, on which agreement 
has not been achieved: the proportion of Departmental 
Expenses to be shared by the two Governments, and 
the waiving of residual value claims by the United 
States Government. 

The United States Government now proposes that 
it undertake to pay Departmental Expenses at the rate 
of seven-and-one-half per cent for construction and 
maintenance projects undertaken by Her Majesty's 
Government on behalf of United States Forces. In 
addition, the United States would agree to waive 
residual value claims with respect to projects con¬ 
structed under the 1953 agreement; the United States 
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POINTS FOR INCLUSION IN NEW COST-SHARING ARRANGEMENT 


1. The principle of partnership and cooperation 
shall continue to be the basis of the agreement. 

2. The new arrangement replaces the 1953 cost¬ 
sharing arrangement. All other agreements will 
remain in effect. 

3. The agreement is for all U.S. Forces to run 
initially for ten years and thereafter until twelve 
months from the date on which either party shall 
give written notice to the other of its intention 
to terminate the agreement. 

4. Land arrangements under the 1953 agreement will 
continue in the new agreement, i.e., H.M.G. will 
provide free use of surplus land and installations 
for agreed requirements; where it is agreed H.M.G. 
shall make available non-surplus land and installa¬ 
tions , H.M.G. will bear the expenses of making them 
available up to £>100,000 in any one year. H.M.G. 
will also provide additional land in connection with 
these installations if required. 

5. Land and installations which have been made 
available by H.M.G. to the U.S. Forces on the 
effective date of the new agreement shall continue 
to be so available. 

6 . The U.S. will relinquish its rights to residual 
value for projects built under the 1953 Agreement; 
the U.S. would retain residual value for projects 
built under the new cost-sharing arrangement. 

7. The U.K. financial contribution will consist 
primarily of waiving DE's in excess of seven-and- 
one-half percent for major and minor construction 
and maintenance. 

8 . The U.S. will normally use the services of the 
Department of Environment or other appropriate U.K. 
agencies, although the U.S. may, at its discretion, 
contract directly with U.K. or other contractors. 

9. To the extent practicable, the U.S. will use 
British labor, construction materials and equip¬ 
ment if they meet U.S.G. established standards 
and criteria and time and cost schedules. The 
U.S. may, however, use U.S. labor, material and 
equipment. 

10. Administration of this Agreement will be the 
joint responsibility of the United States Third 

Air Force and the United Kingdom Ministry of Defense. 

11. Other administrative clauses. 
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OF 8 MARCH, INFO ROUTINE (JKDEL NATO, 


UKDEL NATO, 


ADMINISTRATIVE CHARGES ON U.S. MILITARY FACILITIES IN THE U.K. 

HILLENBRAND, ASSISTANT SECRETARY OF EUROPEAN AFFAIRS, INVITED 
MINISTER TO CALL TODAY TO DISC'SS THIS QUESTION. 

2. HE SAID THAT OUR TWO GOVERNMENTS HAD BEEN TALKING FOR ABOUT 
TEN YEARS A30UT A NEW COST-SHARING AGREEMENT FOR THE CONSTRUCTION 
AND MAINTENANCE OF THESE U.S. FACILITIES IN THE U.K. THE OLD 
AGREEMENT MADE IN 1953 WAS ABOUT TO EXPIRE AMD THE AMERICANS 
UNDERSTOOD THAT OUR MINISTERS HAD RECEIVED RECOMMENDATIONS FROM 
OFFICIALS IN THE LAST FEW DAYS ABOUT THE TERMS OF THE NEW AGREEMENT, 
THE KEY ISSUE WAS COST-SHARING OF THE ADMINISTRATIVE EXPENSES OF 
CONSTRUCTION AND MAINTENANCE. UNLESS THE U.S. GOT A SUBSTANTIALLY 
MORE FAVOURABLE COST-SHARING PERCENTAGE IN A NEW AGREEMENT , THEY 
WOULD BE WORSE OFF UNDER THE NEW AGREEMENT THAN UNDER THE OLD, 
BECAUSE THE NEW ARRANGEMENTS, UNLIKE THE OLD, WOULD MAKE NO 
PROVISION FOR A BRITISH CAPITAL CONTRIBUTION TO CONSTRUCTION. 

3. HILLENBR-AND POINTED OUT THAT CONGRESS PLACED MUCH EMPHASIS ON 
BURDEN-SHARING AT THE PRESENT TIME AND WOULD LOOK .AT EACH NEW 
AGREEMENT TO SEE HOW IT ACCORDED WITH THE NEW PRINCIPLES ADOPTED 
BY THE ALLIANCE. CONGRESS WOULD FIND IT DIFFICULT TO UNDERSTAND 
WHY AN AGREEMENT MADE IN 1971 DID NOT LOOK MORE FAVOURABLE THAN 
ONE MADE IN 1953. THE 1953 AGREEMENT HAD BEEN NEGOTIATED IN THE 
SPIRIT OF EQUITABLE BURDEN-SHARING TO OFFSET IN PART THE SUBSTANT¬ 
IAL COSTS TO THE U.S. .OF DEPLOYING FORCES TO THE U.K. IN SUPPORT 
OF NATO. IN THE JUDGEMENT OF THE U.S. GOVERNMENT, THE POLITICAL 
ARGUMENTS FOR EQUITABLE BURDEN-SHARING WERE STRONGER TODAY THAN 
THEY WERE IN 1953. THE U.S. GOVERNMENT BELIEVED THAT THE POLITICAL 
ADVANTAGES TO BOTH GOVERNMENTS OF CONCLUDING AN EQUITABLE NEW 
AGREE M ENT OUTWEIGHED THE RELATIVELY MODEST AMOUNT OF MONEY 
INVOLVED. ACCORDING TO THEIR CALCULATIONS, THE EARLIER U.S. 

PROPOSAL THAT THE U.K. SHOULD ASSUME ALL QUOTE DEPARTMENTAL 
UNQUOTE EXPENSES WOULD HAVE IMPOSED AN ANNUAL OBLIGATION ON THE 
U.K. OF ABOUT FDS 1.5 MILLION. 
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MINISTRY OF DEFENCE 
Main Building, Whitehall, London S.W.i 
Telephone: vmitehall 7022 , ext. 6300 


Please address any reply to 
MINISTRY OF DEFENCE 

C ) 


2 March 1 971 


and quote: AF/CT 2520/67/lIl/^fe^ 
Your reference: 


RECEIVED IN 
REGISTRY No. 72 
- 3FE61971 




PCO - Mr Lush (American Dept) 
—PCO - Mr Young (Amercian Dept) 
Treasury - Mr Winnard 
DOE - Mr Vincent (DS(Air)) 

Head of DS 20 (Mr Millson) 

PI (Air) - Mr Gammon 
P5(Air) - Mr Alexander 
DS 12 - Mr Lavender 


UK/US COST SHARING NEGOTIATIONS - DOE DEs 


Reference: A: U1/h/Fl b (Air) dated 18 February 1971 

B. AY.207/3 Pt 6 dated 25 February 1 971 —- 

j® ■ 

fS?) h ? r i? m l "VOT 2520/67/111/616 dated 15 February 
attach a revised position paper on the above- 
mentioned subject which incorporates the amendments 
proposed by PI (Air) and DOE in References A-and B 
respectively and which were, I understand, acceptable 
to all addressees. This is therefore the final-agreed 
position paper. ^ 


^AxU.. 


N J MARSH 

6ucUi S9a(Air) 


^ ^ ib jnCbp 


Covering rfoblllVi 


.‘r" -tSto&WtrB-... - 


THE NATIONAL ARCHIVES 











I Lf 


wrismtm, . 

i iAi- ' 

^ v 

AF/CT 2520/67/11 

UK/US COST SHARING NEGOTIATIONS: DOE DE 1 s 
A. INTRODUCTION 

This paper sets out the "background to the impasse which has 
currently been reached in these negotiations'and explores the 
question of what actions might be taken to break the deadlock and 
whether they are justified. It is divided into four main parts 
and an Annex 

Background 

Arguments for and against Further Concessions 
Alternative Courses of Action 
The Public Expenditure Position 


Section B 
" C 
" D 
" E 
Annex A 


The Effect of levying DOE DEs at various 

rates. 


B. BACKGROUND 

(i) The 1955 Agreement . In June 1948 the US Government 

offered to send three groups of heavy bombers to Europe 
"as a token of US interest in the defence of Europe". 

Two groups arrived in the UK in July 1948, while later 
in the year the third was transferred to the UK from 
Germany to ease the burden on German: airfields during 
the Berlin- airlift. The aircraft were stationed at 
Lakenheath, Marham and Sculthorpe. In August it was 
provisionally agreed that the US Government would pay 
"extra costs" for all USAP units stationed in UK while 
the RAP provided airfield facilities, accommodation and 
the services of RAP personnel free of charge. No formal 
agreement was made, the arrangement being intended to 
apply "for the period of the present emergency unless 
otherwise mutually agreed". In the same month the 
Cabinet agreed that £500,000 be spent to prepare up to 
four additional airfields for use by USAP heavy bombers. 
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The Russians lifted their blockade of Berlin on May- 
12 1949. By this time discussion of more permanent 
arrangements relating to the USAP presence in UK was 
under way and culminated in the so-called "Ambassador’s 
Agreement" of 1 5 April 1950 which was primarily concerned 
with providing four airfields in the Oxford area for USAP 
bombers. It was not a formal inter-Governmental agreement 
but simply recorded the US Ambassador’s understanding 
that the then Under Secretary of State for Air’s record 
of their discussion of the topic was correct. 

Further US requirements, not provided for in the April 
1950 understanding, soon arose. This led to more 
discussion and negotiation and to the conclusion, on 
9 September 1953» of a comprehensive cost-sharing arrange¬ 
ment. This "1953 Ambassador^ Agreement" superseded all 
previous understandings. The present negotiations are 
aimed at producing its successor. 

The main points of the 1 953 agreement were that the UK 
should make an Exchequer contribution of £22.5M to the 
total planned USAP works programme of £125M; land supplus 
to UK requirements was to be made available free; the 
UK were to spend up to £100,000 in any one year on the 
reprovision of installations so that land that was not 
surplus could be made available to USAP: and DE's were 
to be charged at half the full rate (i« 7j?% instead of 

. "’4 

15 %) on major new works and at the full rate ( 15 %) on 
minor works and maintenance carried out for USAP by the 
.Air Ministry. No arrangement was made about the residual 


value of sites that USAP might return to the UK government. 
The cost-sharing arrangements were to remain in force 
until the £125M USAP programme had bejn completed. 
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, 5. By August I960, according to our calculations all But 

£1M of the USAF programme had "been spent, committed or 
approved and so the PCO sent an aide-memoire to the US 
Embassy suggesting that the 1 953 arrangement was due for 
review. In 1 963 negotiations for new arrangements commenced. ;■ 
(ii) The Interim Period 1963 onwards 


j 

6. Negotiations on new arrangements which would apply to all 
US Services in Britain have Been prolonged. Agreement in 
principle has now Been reached on all points of substance- 
except on the rate of DEs which the Americans should pay on 
works services carried out for them By DOE. While negotiations* 
are in progress the USAF continue to pay at the rate of 7'h% 

on major new works and 15% on minor new works and maintenance. 
The standard rate of DEs, which is applied to all works ; 

services undertaken on Behalf of the US Navy, (which, like 
the US Army, was not covered By the 1953 Agreement), was 
increased in April 1963 to 20/o (and may shortly Be further 

i/ 

raised). The cost of allowing the Americans to pay at these 
concessionary rates (calculated on the Basis of the cost of 
DEs averaged over all DOE works services - the actual cost in 
the case of US major works services may Be rather lower) is 
estimated to Be £13»5M to date. (l953 - end of current year). 

7. In the actual negotiations about the rate of DEs, the US 
opening gambit was to claim that they should not pay DEs at 
all. The UK countered with the suggestion that the US should 
pay full DEs (20%) on all works and maintenance. Since then, 
the UK has made the following offers, all of which have Been 
rejected:- 

a. that the US should continue to pay DEs at the 7^%/l5% 

concessionary rate until the cost to UK from 1 April 1963 
totalled £5M: thereafter they should pay the full 20%. 

B. that the UK should write off the difference Between con¬ 
tinuing to charge s at,_1;h&. .old (l 5%) rate and charging at 

•J'Ni-IDfcW i SAs. ; 
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the new (20%) rate, with a charge of half rate (10%) 
for major new works: 

c. that DEs should he levied for the duration of any new 
arrangements at 10% on major new works and 20% on minor 
works and maintenance in return for residual values. 

d. that DEs should he charged at 7^%/l 5% with no upper 
limit on the UK contribution. 

This last offer was formally rejected hy the Americans 
on 9 October 1970. 

(iii) The Present Position 

8. As stated at the outset, negotiations have now reached an 


impasse. The Americans are waiting for the UK to make a further 

offer involving a bigger concession. They have hinted informally . 

‘ ’ 1 

to ECO officials that they would probably settle for a DE rate 
of 5% '-across the board", their reasoning being that this comes 
very near to the rate charged for NATO Infrastructure capital 

• I 

projects (4.9%). Even if it were possible to accept this analogy f- v 

t ' 

is valid it would only justify a concession on capital works J. 

. 

I • 

projects since Infrastructure funding does not generally cover 
maintenance expenditures. NATO Infrastructure financing is sui- 
generis and the rates at which DEs are charged takes account of 
the general cost sharing formula under which the UK is a major 
contributor. If we and other NATO countries charged higher DEs 
our contribution to Infrastructure funds would automatically 

I? 

increase. 

C. ARGUMENTS FOR AND AGAINST FURTHER CONCESSIONS TO THE US 

9. From the political point of view, it can be argued that it is 
in Britain’s interest to make some further concession because: 

\ •'* . 

a. Such action would be further proof of UK willingness 

to shoulder an appropriate share of the common defence burden ■; 
in defence of the Western Alliance: 

b. It would help the US Administration to resist those 
members of Congress*, and others who v/ish to reduce American 
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this might lead to some practical difficulties on maintenance, 
works services etc. at locations used hy both USAF and the 
RAP (eg: Northolt). 

12. On the other hand, of course, if the cost has to he met from 
the existing Defence Budget, this would he at the expense of 
purely national defence requirements. . 

13 * Prom the financial point of view, it may he said in favour 
of a further UK concession that:- 

a. Because of US involvement the defence of the UK costs 
less than it would do otherwise: 

h. If the US paid only 5% DEs the UK would still have a 
better deal than it did in 1953 (see Annex A). The UK 
contribution would then he 1of the total works costs 
including overheads, ; whereas under the 1953 Arrangements the ■ 

• iv 

UK contribution to date, including both the cash contribution 
and the DE concession, has amounted to a little over 15/®- 
c. Were the Americans to set up their own works organisation 
there might be some loss in foreign exchange. 

14* On the other hand, it should be borne in mind that:- 

a. Either total public expenditure would be increased by 
the amount of the concession, or the money would have to be 
found from within:vexisting PESO ceilings. 

b. With overheads, having risen, the Americans already 

enjoy a considerable concession that has become more valuable 

• . 

with the passage of time: 

'I 

c. To set up their own works organisation would cost the 
US heavily in money and manpower: 

d. The UK may be committed to applying the terms of any new 
cost-sharing arrangement to the ''Cobra Mist" project 
retrospectively. Any concession beyond the last offer (7i %/' 
15/'°) could lead to an increase in the UK contribution to 


this project, 


e. Should 


the US set up its own works organisation, DOE • 
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staffB would "be..reduced. 

D. ALTERNATIVE COURSES OP ACTION 

•15. There are several courses of action open to the UK 
negotiators: 

a. To invite the US authorities to reconsider the last 

offer which was made to them - ie: to continue to charge 

/ 

DEs at the existing concessionary rates and to extend 
this to works services for all US Forces in the United 
Kingdom. This is very likely to he unacceptable to the 
Americans. 

h. To offer to charge DEs at 7~k% on major works and 
at some rate between 7i% and 1 5% on minor works and 
maintenance. The problem here would be to - justify the 
level of any further concession: 

c. To offer 5% on major works and a higher rate 
(say 1 0/b) on minor works and maintenance. The same 
difficulty arises as with b. above; 

d. To offer 5% "across the board". While this would 

almost certainly lead to agreement being reached, it . 
represents a very considerable increase in cost to the 
UK: our contribution would double (See Annex A). 

16. The basic problem is to put a price on the value to the 
UK of reaching agreement on this matter. Is it worth nearly 
£1.4M a year at the expense of other expenditure to which we 
might wish to give a higher priority? 

E. PUBLIC EXPEND!TUKE POSITION 

17. The cost of the present concession is met by the Department 
of the Environment and appears as a loss of appropriations-in- 
aid under "Common Services'". At present this amounts to just 
over£0.6M a year. 
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18. An offer of 7ir%/i0% would increase this forecast loss 

of receipts by £0.32M to Just under £1M a year; 5:?%/l 0% "by 
• * 

£0.39M to £1 .06 m a year; 7i% "across the hoard”' hy £0.47M 

v 

to £1 .14M a year; and 5% "across the board” by £0.7M to 
£1 .37M a year* Some increase of DOE departmental dxpenoeB 
i-s currently under consideration. 

19. If it is accepted as a matter of national policy that 
DEs should be further reduced below the current level of 7?% 
for major capital works and 15 % for minor works and maintenance, 
the cost of this concession will have to be met either by a 
corresponding increase in total public expenditure or through 
the achievement of corresponding savings within existing public 
expenditure ceilings. The Treasury say that they remain uncon¬ 
vinced of the necessity/for making any further concessions to the 
Americans and that it is for those Departments which argue for 
this to find the money from within their own resources at the 
expense of items to which they attach lower priority. 

20. The views of the three Departments concerned can be 
summarised as follows 

a. The Foreign and Commonwealth Office are keen advocates 
of a further concession, but have no funds available to meet 
its costs. 

b. The Ministry of Defence recognises the advantages of 
reaching an amicable agreement with the Americans on 
departmental expenses, but does not accept that the cost 

of any further concession to them should be met from Defence 
Votes. 

c. The Department of the Environment have no direct interest 
in making a concession and consider that, since it would be 
made on defence or political grounds, they would expect to 

be reimbursed for any consequential loss of receipts from 
either FCO or MOD Votes. 
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THE RELATIVE COST OF CHARGING DON DES AT VARIOUS RATES 

1 . The accuracy of these figures depends in turn upon the 
accuracy with which the Americans have forecast their future 
works expenditure. 


Latest figures, all for a ten year period, are: 

a. Total US works expenditure over next 

ten years ft 220M 

Of which c. 3 on major works, say ft 70M 


Of. which c. § on minor works and 
maintenance, say 


ft 150M 
Paid "by US 


£92M 
£29.5M 

£ 62 .5M 
UK Contribtn 


No UK Concession . Pull DEs charged 
on all works services for US 


ft 44M 
£ 18.3M 


c. Last Concession (7 2 % on major 

works, 1 5 ?o on the remainder) 
rejected by US (7.10.70) 

d. Some Further Possible UK Concessions 


27.75M ft 16.25M 
11.55M £ 6.75M 


(i) 7^% major works, 10% remainder ft 20.25M ft 23.75M 

£ 8.45M £ 9.85M 


(ii) 7 ?% on all works and maintence ft 

£ 


16.5M 27.5M 

6.87M £11.43M 


(iii) 5 % on major works, 10 % on 

minor works and maintenance 


(iv) 5 % on all works and maintenance 


ft 18.5M ft 25 .5M 
£ 7.7M £ 10.6m 

ft 11M ft 33M 
£ 4.58M £ 13.72M 


It should be noted that most of the programmed works are 
for USAP. The US Navy element is negligible. 
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I would like to suggest the following amendment to the draft position paper 
circulated on 15th February. 


Paragraph 8 . After the first sentence to read: 

"Even if it were possible to accept this analogy is valid it would only 
justify a concession on capital works projects since Infrastructure 
funding does not generally cover maintenance expenditures. NATO 
Infrastructure financing i3 sui generis and the rates at which D.E.s are 
charged takes account of the general cost sharing formula under which the 
UK is a major contributor. If we and other NATO countries charged higher 
D.E.s our contribution to Infrastructure funds would automatically increase." 

Paragraph 7(a). After "U.K." in line 2 insert "from 1st April, 1963* 

Paragraph 15(b) .If comparisons are to be made in percentage terms they should 
be made on the same basis. Your calculations on the future cost is related to 
the total spend (exclusive of D.E.s) whereas your calculation on spend to date 
ignores about £70M which the USAF' have spent on minor works and maintenance on which 
as you know they received no D.E. concession prior to 1962 and only 5?® since. 

Taking this into account and regarding the D.E.s as part of the total 
construction cost, a complete remission of D.E.s on the forward programme would 
represent a contribution by the IJ.K. of 16.6$ compared with about 15$ contributed 
to date (£57.5M on £245M). 


If the Americans were charged 5$ D.E.s across the board the U.K.contribution 
to total costs would be 12$$, and I -suggest that the paragraph might read:- 

"If the U.S. paid only 5$ D.E.s the U.K. would still have a better deal than 
it did in 1953 (see Annex A). The U.K. contribution would then be 12$$ 
of the total works costs including overheads, whereas under the 1953 
Arrangements the U.K. contribution to date, including both the cash 
contribution and the D.E. concession, has amounted to a little over 1:5$. 

Paragraph 17. line 4. In place of "£0.5M" insert "£.06M". The last sentence 
should be deleted. 

Annex A. All the figures of spend aro guesstimates and we should avoid any 
spurious air of accuracy. I suggest you use a figure of £ 90 M, ignoring the 
dollar equivalents for the sake of simplicity and dropping any reference to slide 
rulose 


D.W. Ward,Esq., . 

Head of >3.9. (Air), 
Ministry of Defence, 
.Whitehall, 

S.W.I. 
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If we do hold fast to the present offers it "may well be that 
the Americans will want to threaten to do the work themselves, 
if only as a bargaining move. I should be glad to have your advice 
as to what impact this rail have on NATO funded works which, as you 
know, bulk large in our present programme of major works sponsored 
by USAF. As I understand it, all Infrastructure projects are carried 
out by the host country. Do you think that NATO and yourselves would 
be prepared to allow USAF to carry out NATO financial projects in UK? 
If not we should have a very curious position with D.O.E. carrying 
out NATO projects on USAF stations and USAF carrying out nationally 
funded projects on the same stations. . 

I am sorry that I did not pick up these points at the meeting 
on the 12th but as you know the first draft of the position paper did 
not reach this building until the following week. 

I am sending copies of this letter- to Salthouse ,Millson, Gammon, 
Lavender and Wiggin 0 . • 
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Foreign and Commonwealth Office 
London S.W.1 


D W Ward Esq 
Head of S9(Air) 


ANGLO-US COST SHARING 

1. Thank you for your letter DWW/118/71 of 
22 February. 

2. I see no objection to the title which y< 
propose for the Memorandum of Understanding, 
will suggest it to the Americans at our next 
meeting with them on the subject. 


N H Young 
North America Dept 
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MINISTRY OF DEFENCE 
Main Building, Whitehall, London S.W.i 
Telephone: whi tehall 7022, ext. 605I4. 



Please address any reply to 
MINISTRY OF DEFENCE 
( ) 

and quote: DWW/l 18/71 , 

Your reference AF/ 1 C T 2 5 20/67/111 


N. Young Esq.. 

Foreign & Commonwealth 
Office 

Whitehall, SW1 . 


22 February 1 971 


RECEIVED !N 
rt'-joy No. 72 
24FEB 1971 


ftuo 






ANGLO-US COST SHARING 

The recent series of discussions on the Anglo-US Cost 
Sharing Agreement has indicated that the various 
Finance Branches concerned in the Ministry of Defence 
dislike this nomenclature, which they regard as highly 
misleading. 

Accordingly, unless you see any objection, we should 
in future like to refer to the document, the negotiation 
of which we are all trying to conclude, as a "Memorandum 
of Understanding Governing the Provision of Facilities 
for US Forces in the United Kingdom". 


*JoL 

D W WARD 
Head of S9(Air) 
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Foreign and Commonwealth Office 
London S.W.1 


AMU10/5 


23 February 1971 


N J Marsh Esq 
S9a (Air) 

Hoorn 7200 
MOD * 


M 


UK/US COST SHARING NEGOTIATIONS - DOE DEs 


1. Thanh you for your letter, reference AF/CT 2520/67/111/6/6, of 15 
February covering your latest version of the position paper on this 
subject. 


2. Charles Wiggin, who was unable to attend the meeting on Friday, 
12 February, but subsequently saw the above-mentioned paper (before 
leaving this Department on transfer to other duties), asked me to 
make the following general comments on it. 


5. The paper does not perhaps bring out sufficiently the very direct 
benefits we get, or will be getting, from certain United States acti*- 
vities in this country. For example, there is Orfordness, and there is 
Brawdy to come. Admittedly the bulk of the money at issue goes on the 
USAF bases, where the benefits we derive are less direct. But in 
American minds all these things interlock. 


I 


4. Secondly, the paper does not perhaps bring out sufficiently clearly 
that failure to reach agreement with the Americans could have certain 
disadvantages in the foreign exchange field. These are admittedly impos¬ 
sible to quantify but they could be rather more substantial than the 
paper implies by the very briefness of its refeisice to this aspect. 

The Americans have made clear that, if we fail to reach agreement onh. 
figure they consider satisfactory, their policy on materials, equipment 
etc will switch from maximum local purchase to maximum importation. 


5. As you know we are pretty aure that if we do not come down to a 
figure which the Americans regard as satisfactory they will decide to 
go it alone. (Indeed their minds are already moving in that direction 
because they are now inclined to think they could do the job themselves 
more cheaply than they calculated earlier.) The fact that the 
Americans have appeared less het up about this subject recently than 
they were at one stage last year does not mean that they do not con¬ 
tinue to feel strongly about it. (What aroused their emotions last 
year was the ."retroactive” aspect of the problem which then existed.) 
There are various disadvantages to the Americans' going it alone as 
your paper brings out. But the way things are going suggests that this 
may now be the most probable outcome. 
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Mr Winnard Treasury 
Mr Vincent DS(Air) DOB 
Head of DS20 
FI (Air)(Mr Gammon) 

F5 (Air)(Mr Alexander) 
DS12 (Mr lavender) 
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6. We would not wish, to propose further amendments to the paper in 
the light of the above. These are points which we are likely to put 
to our Ministers when the time comes. 


N H Young 

North America Dept 
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Copies to: 

FCO - Mr Lush (American Department) 

FCO - Mr Young-(American Department)*^ 

Treasury Mr.Ainnard 

DOE - Mr Vincent, Head of DS(Air) 

Head of DS20 
F5(Air) (Mr Alexander) 

DS12 (Mr Lavender) 


UK/US COST SHARING NEGOTIATIONS - DOE DEs 

1. Thank you for circulating, under reference AF/CT2520/67/1Il/6l6 of 15 February, 
the position paper on DOE departmental expenses for US forces in UK, agreed at your 
meeting on 12 February. 

2. In the interests of accuracy, I should be grateful if the third and fourth 
sentences of paragraph 6 could be amended to reflect the fact that, while the USAF 
pay DEs at the 1953 concessionary rate of 7-s$/l5^, the USN pay the full current rate 
of 2G5fa, I suggest, subject to your agreement and that of copy addresses, that the 
two sentences in question should read as foDlows; 

"■While negotiations are in progress the USAF continue to pay at the rate of 
7' 2/0 on major new iv^rks and 15> on minor new works and maintenance. The standard 
rate of DEs, which is applied to all works services undertaken on behalf of the UK 
Navy, (which, like the US Army, was not covered by the 1953 Agreement), was 
increased in April 1963 to 20M (and may shortly be further raised.)" 


n February 1971 


G. J. GAMMON 

G J GAMMON 
FI(Air) 

Room 0259 Ext 7491 
Main Building 
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MINISTRY OF DEFENCE 
Main Building, Whitehall, London S.W.i 
Telephone: Vfmtehall 7022 , ext. S300 


Please address any reply to 
MINISTRY OF DEFENCE 
( ) 


15 February 1 971 


and quote: AF/CT 2 520/67/H1/ £ | <0 
Your reference: 


RECEIVED IN 
REGISTRY No. 72 
16FEBI971 




FGO - Mr Lush (American Dept) 
FCO - Mr Young (American Dept) 
Treasury Mr Winnard 
DOE - Mr Vincent (DS(Air)) 

Head of DS 20 (Mr Millson) 

El (Air} (Mr Gammon) 

F5(Air) (Mr Alexander) 

DS 12 (Mr Lavender) 


UK/US COST SHARING NEGOTIATIONS - DOE DEs 


At the request of Head of S9(Air) as Chairman of the 
Meeting held in MOD Main Building, Room 3254 at 1100 hrs. 
on Friday 12 February, I attach a copy of the position 
paper, as amended and agreed at the meeting, on the above- 
mentioned subject. No minutes of the meeting apart from 
this paper will be issued. 




/Ufa. #,,,t 


N J MARSH 
S9a(Air) 
Room 7200 
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AF/CT 2520 / 67/11 


UK/US COST SHARING NEGOTIATIONS: DOE DE’s 


A. INTRODUCTION 

This paper seta out the background to the impasse which has 
currently been reached in these negotiations' and explores the 
question of what actions might be taken to break the deadlock and 
whether they are justified. It is divided into four main parts 
and an Annex:- 


Section B 


Annex A 


Background 

Arguments for -and against Further Concessions 

Alternative Courses of Action 

The Public Expenditure Position 

The Effect of levying DOE DEs at various 

rates. 


B. BACKGROUND 


(i) The 1 955 Agreement . In June 1 9U8 the US Government 

C. 

offered to send three groups of heavy bombers to Europe 
"as a token of US interest 1 in the defence of Europe". 

Two groups arrived in the UK in July 1948, while later 
in the year the third was transferred to the UK from 
Germany to ease the burden on German: airfields during 
the Berlin-airlift. The aircraft were stationed at 
Lakenheath, Marham and Sculthorpe. In August it was 
provisionally agreed that the US Government would pay 
"extra costs" for all USAP units stationed in UK while 
the RAP provided airfield facilities, accommodation and 
the services of RAP personnel free of charge. No formal 
agreement was made, the arrangement being intended to 
apply "for the period of the present emergency unless 
otherwise mutually agreed". In the same month the 
Cabinet agreed that £500,000 be spent to prepare up to 
four additional airfields for use by USAP heavy bombers. 
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The Russians lifted their blockade of Berlin on May 
12 1949. By this time discussion of more permanent 
arrangements relating to the USAF presence in UK was 
under way and culminated in the so-called "Ambassador's 
Agreement" of 1 5 April 1950 which was primarily concerned 
with providing four airfields in the Oxford area for USAP 
bombers. It was not a formal inter-Governmental agreement 
but simply recorded the US Ambassador's understanding 
that the then Under Secretary of State for Air's record 
of their discussion of the topic was correct. 

Further US requirements, not provided for in the April 
1950 understanding, soon arose. This led to more 
discussion and negotiation and to the conclusion, on 
9 September 1953, of a comprehensive cost-sharing arrange¬ 
ment. This "1953 Ambassador^ Agreement" superseded all 
previous understandings. The present negotiations are 
aimed at producing its successor. 

The main points of the 1 953 agreement were that the UK 
should make an Exchequer contribution of £22.5M to the 
total planned USAP works programme of £125M; land supplus 
to UK requirements was to be made available free; the 
UK were to spend up to £100,000 in any one year on the 
reprovision of installations so that land that was not 
surplus could be made available to USAP: and DE's were 
to be charged at half the full rate (i* 7? 1 /° instead of 
15%) on major new works and at the full rate (l 5%) on 
minor works and maintenance carried out for USAP by the 
.Air Ministry. No arrangement was made about the residual 
value of sites that USAP might return to the UK government. 
The cost-sharing arrangements were to remain in force 
until the £125M USAP programme had bejn completed. 
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5. By August I960, according to our calculations all "but 
£1M of the USAP programme had "been spent, committed or 
approved and so the PGO sent an aide-memoire to the US 




Embassy suggesting that the 1953 arrangement was due for 
review. In 1 963 negotiations for new arrangements commenced. • 



6. Negotiations on new arrangements which would apply to all 
US Services in Britain have been prolonged. Agreement 
in principle has now been reached on all points of 
substance except on the rate of DE's which the Americans 
should pay on works services carried out for them by DOE. 

While negotiations are in progress they continue to pay at 
the rate of ~l^% on major new works and 1 5% on minor new 

works and maintenance. The standard rate of DEs was increased 
in April 1 963 to 20% (and may shortly be further raised). 

The cost of allowing-the Americans to pay at these concess¬ 
ionary rates (calculated on the basis of the cost of DEs 
averaged over all DOE works services - the actual cost in 
the'case of US major works services may be rather lower) is 
estimated to be £13.5M to date. (1953 - end of current 
year). 

7. In the actual negotiations about the rate of DEs, the US 
opening gambit was to claim that they should not pay DEs 
at all. The UK countered with the suggestion that the US 
should pay full DEs (20 %) on all works and maintenance. 

Since then, the UK has made the following offers, all of 
which have been rejected:- 

a. that the US should continue to pay DEs at the 7?%/l 5% 
concessionary rate until the cost to UK totalled £5M: 

.. thereafter they should pay the full 20%% 

b. that the UK should write off the difference between 

continuing to charge at the old (l 5%) rate and charging 
at jwi th’ a charge of half rate (10%) 














for major new works: 

c. that DEs should he levied, for the duration of any 
new arrangements at 10$ on major new works and 20$ 

on minor works and maintenance in return for residual 
values. 

d. that DEs should he charged at 7?$/l 5$ with no upper 


limit on the UK contrihution.- 

This last offer was formally rejected hy the Americans 
on 9 October 1970. 

(iii) The Present Position 

8. As stated at the outset, negotiations have now reached an 
impasse. The Americans are waiting for the UK to make a further 
offer involving a higger concession. They have hinted informally 
to PCO officials that they would prohahly settle for a DE rate 
of 5% "across the hoard", their reasoning being that this comes 
very near to the rate charged for NATO Infrastructure capital 
projects (U..9$). We cannot accept this as the NATO Infrastructure 
financing is sui generis and the rate at which DEs are charged 
on major capital works takes account of the general cost sharing 
formula for such projects to which the United Kingdom is a major 
con trihut or. 

ARGUMENTS FOR AND AGAINST FURTHER CONCESSIONS TO THE US 
9. From the political point of view, it can he argued that it is 
in Britain's interest to make some further concession because: 
a. Such action would he further proof of UK willingness 
to shoulder an appropriate share of the common defence burden 
in defence of the Western Alliance: 

h. It would help the US Administration to resist those 
members of Congress and others who wish to reduce American 
overseas defence commitments and to start withdrawing US 
Forces from Europe: 

c. A refusal hy the UK to concede any more favourable rate 
of DEs than our last offer can only sour Anglo/US relations, 
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is contrary to the spirit of partnership in common 
defence and strengthens the "belief of isolationistt 
American politicians that the United States is being 
exploited by its allies. 

10. On the other hand, -it could be argued that: 

a. The sums involved and the matter itself are not of 
sufficient importance to trigger any major crisis in 

, Anglo/US relations. 

b. Even if the Anglo/US political relationship were to 
cool, defence co-operation would continue between , the two 
countries because it is in the United States’ own national 
interest to maintain forces in Europe (including Britain) 
as a forward position vis-a-vis the Soviet Union. 

c. The Americans are in effect proposing an increase in 
an existing subsidy of their forces in .the United Kingdom. 
Pr.ima facie this would appear to contradict President Nixon’s 
recent statement in Naples that he was not seeking additional 
financial contributions towards the cost of US Forces; on 
the contrary he preferred European NATO countries to improve 
their own military capability. 

11. From a military point of view, it can be argued ih favour 
of a further UK concession that:- 

a. NATO is the keystone of UK defence and it is in our 

national interest to involve the United States as closely 
as possible in the defence of Britain. Any lessening of 
the US commitment would lead to the UK either having to 
spend more money on defence or.else having to accept*a lower 
level of security: ’ .. 

b. If the US sought to set up a separate works organisation, 
this might lead to some practical difficulties on maintenance, 
works services etc. at locations used by both USAF and the 
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12. On the other hand, of course, if the cost has to be met 
from the existing Defence Budget, this would be at the expense 
of purely national defence requirements. 

13« From the financial point of view, it may be said in favour 
of a further UK concession that:- 

a. Because of US involvement the defence of the UK costs 
less than it would do otherwise: 

b. Even if the US paid no DEs at all, the UK would still 
receive a better deal than it did in 1953 (See Annex A). 

If DEs were remitted altogether, the UK would be contributing 
£18.3M on £92M or 19*9% whereas under the 1953 Agreement, 
the UK made a direct cash contribution of £22.5M and has 
remitted DEs at an estimated cost of £13»5M to date making 
a total contribution of £36 m on £125M - or 22.8%). 

c. Were the Americans to set up their own works organisa¬ 
tion there might be some loss in foreign exchange. 

14« On the other hand, it should be borne in mind that:- 

a. Either total public expenditure would be increased 
by the amount of the concession, or the money would have 
to be found from within existing PESO ceilings. 

b. With overheads having risen, the Americans already 
enjoy a considerable concession that has become more 
valuable with the passage of time. 

c. To set up their own works organisation would cost 
the US heavily in money and manpower: 

d. The UK may be committed to applying the terms of any 
new cost-sharing arrangement to the "Cobra Mist" project 
retrospectively . Any concession beyond the last offer 
(7?%/l 5%) could lead to an increase in the UK contribution 
to this project. 

e. Should the US set up its own works organisation, DOE 
staffs would be reduced. 

rnMFinFMTiAi:: 


- 

I 


21 

CD 

0) 

CO 

CD 

=J 

O 

(D 

3 3| 

!.: 

a Si 

o ■» 

3 8 

Is 


CD C 
9 m 


co 

CQ O 

< 3=1 

m — 


3* O 
<D U 
CD Si. 


i\ 

S u 
2: S 

O n 
8§ 
a S. 

If 


O Q) 
W CL 

•O ^ 

x» q. 


Z ^ 
c 


Si. S, 
> ^ 
3 3 


ST W 
01 C 

H 

o 

8 


ho 





H 

□: 

*1 

m 

n 

> 

o 

H 

O 

z 

00 

> 


r~ 

> 


73 

o 

<1 

I 

V© 

< 

m 

C /5 


ho 


w 
















'VV'c 



,ALTERNATIVK COURSES OP ACTION 


15. There are several courses of action open to the UK 
negotiators: 

a. To invite the US authorities to reconsider the last 
offer which was made to them - ie: to continue to charge 

r 

DEs at the existing concessionary rates and to extend 
this to works services for all US Forces in the United 
Kingdom. This is very likely to he unacceptable to the 
Americans. 

b. To offer to charge DEs at 7k% on major works and 
at some rate between 7i% and 1 5% on minor works and 
maintenance. The problem here would be t<>--justify the 
level of any further concession: 

c. To offer 5% on major works and a higher rate 
(say 10%) on minor works and maintenance. The same 
difficulty arises as with b. above; 

d. To offer 5% ’’across the board”. While this would- 

almost certainly lead to agreement being reached, it . 
represents a very considerable increase in cost to the 
UK: our contribution would double (See Annex A). 

16. The basic problem is to put a price on the value to the 
UK of reaching agreement on this matter.. Is it worth nearly 
£1.4M a year at the expense of other expenditure to which we 
might wish to give a higher priority? 

PUBLIC EXPENDITURE POSITION 


17. The cost of the present concession is met by the Department 
of the Environment and appears aB a loss of appropriations-in- 
aid under "Common Services'". At present this amounts to just 
over £0.5M a year. If the present rate of 7i%/l 5% ia continued, 
the estimated loss of receipts will rise to £0.67M over the next 
ten yearB (see Annex A). 
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18. An offer of 7%%/l0% would increase this forecast loss 

of receipts "by J30.32M to just under £1M a year; 5i?o/lO% "by 
• • 

£0.39M to £1 .06 m a year; 7k% "across the board" by £0.47M 

/ 

v 

to £1 .14M a year; and 5% "across the board" by £0.7M to 
£1 .37M a year* Some increase of DOE departmental Expenses 
i-s currently under consideration. 

19. . If it is accepted as a matter of national policy that 
DEs should be further reduced below the current level of 7?% 
for major capital works and ^5% for minor works and maintenance, 
the cost of this concession will have to be met either by a 
corresponding increase in total public expenditure or through 
the achievement of corresponding savings within existing public 
expenditure ceilings. The Treasury say that they remain uncon¬ 
vinced of the necessity/for making any further concessions to the 
Americans and that it is for those Departments which argue for 
this to find the money from within their own resources at the 
expense of items to which they attach lower priority. 

20. The views of the three Departments concerned can be 
summarised as follows 

a. The Foreign and Commonwealth Office are keen advocates 
of a further concession, but have no funds available to meet 
its costs. 

b. The Ministry of Defence recognises the advantages of 
reaching an amicable agreement with the Americans on 
departmental expenses, but does not accept that the cost 

of any further concession to them should be met from Defence 
Votes. 

c. The Department of the Environment have no direct interest 
in making a concession and consider that, since it would be 
made on defence or political grounds, they would expect to 

be reimbursed for any consequential loss of receipts from 
either FCO or MOD Votes. 
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THE RELATIVE COST OF CHARGING DOB DES AT VARIOUS RATES 


1 • The accuracy of these figures depends in turn upon the 
accuracy with which the Americans have forecast their future 
works expenditure. Calculations are to slide rule accuracy and 
assume that £1 = $ 2:40 US and DOE DEs are 20%* 


2 . 


Latest figures, all for a ten year period, are: 


a 

. Total US works expenditure over next 



I 

1 


ten ; 

years 

$ 220 M 

£92M 


Of which c. 3 on major works, say 


70 M 

£29.5M 


Of which c. § on minor works and 



1 

I 



maintenance, say 

$ 1 50 M 

£ 62 . 5 M 



Paid 

fry -US 

UK Contribtn 

b 

• No UK Concession. Pull DEs charged 





on all works services for US 

& 

LLM 

Nil 




£ 

18.3M 


c 

. Last 

Concession (7?% on major 





works, 15 % on the remainder) 


27.75M 

ft 16.25M 


rejected by US (7.10.70) 

£ 

11 . 55 M 

£ 6.75M 

d 

. Some 

Further Possible UK Concessions 





(i) 

7 ?% major works, 10 % remainder 

& 

20.25M 

$ 23.75M 




£ 

8.L5M 

£ 9.85M 


(ii) 

7?% on all works and maintence 

w 

16.5M 

# 27.5M 




£ 

6.87M 

£ 11.43M 


(iii) 

5% on major works, 10 % on 






minor works and maintenance 

w 

18.5M 

W 25.5M 




£ 

7.7M 

£ 10 . 6 M 


(iv) 

5 % on all works and maintenance # 

11 M 

$ 33M 



. . 

£ 

1 +. 58 M 

£__1 3 »72M 

It 

should 

be noted that most of the programmed works i 

are 


for USAF. The US Navy element is negligible. 

* This is the standard charge levied by DOE on all repayment 
services. The cost of administering major works services 
(but not maintenance) for the US, if looked at in isolation, 
may in fact be slightly less.. 
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Sub paragraph 20b line 5 for "it cannot be assumed", read "it 
seems unlikely". 
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BW 

( 

C 

c DS 12/33/9 


Delete existing sub paragraph 10b and subsitute: 

(b) the Americans are in effect demanding an increase 
in an existing subsidy of their forces in Europe. This ^ 
flatly^on1rra4iciis American policy as propounded by" 
President Nixon himself. He has said in clearest terms 
that he does not want defence subsidies from the 
— Europeans. He wants us to devote all the resources we 
can spare to improving our own military 1 capability. 

SECTION E 
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UK/US COST SHARING AGREEMENT 


Head of DS 12 suggests the following amendments to the first 
draft of the paper circulated by Head of S 9(Air) on 3rd February. 


SECTION C 

Add to sub paragraph 10a: 


..... in Anglo/US relations or to affect their 
relations in any significant way. Still less 
is it likely to have any effect on the deployment 
of US forces. 
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b. The ministry of Defence rocogargear the advantages 

of reedh*Bg an amicable agreement with the Americano on 
departmental expense®, bat doe® not accept that the cost 
of any further concedeion to them should be met from Defence 


Votes* (_fcince the political and military disadvantages of 
failure to reach a settlement are difficult to predict or 

quantify, the only positive penalty likely to be incurred 

is that the US Forces might dispense with the service® of DOE 

and undertake their own works service ®*J The Ministry of 

Defence therefore oonaiders that either the American® ohould 
no told that no further concession can be made (end be given 

the opportunity to make their own arrangements) orj if this is 

considered unacceptable, the cost® of any further concession 


•hould lie where they fall. 
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CONFIDENTIAL 


Reference- 



Mr Wiggin 

UK/US COST SHARING ARRANGEMENT 


1. You have agreed to attend a meeting on the above 
subject in Room 3254, Ministry of Defence at 1100 am 
on Friday 12 February. 


2. The purpose of the meeting is to discuss the 
draft paper below which will eventually be presented 
to the Chief Secretary by a Minister of whichever Depart¬ 
ment is to meet the cost of a concession to the 
Americans on departmental expenses. The draft has 
been produced in accordance with the attached suggested 
outline drawn up by the Treasury. 


3. In discussing the draf t you may wish to make the 
following points: 




Paragraph 5 . Is it true to say that all but 
£1 million of the USAF programme had been spent 
by I960? According to our Aide Memoire of 
9 August I960 all but £1 million had been 
spent or committed. 


Paragraph 6 . Insert "in principle" after 
"agreement" in second sentence. 


(c) Paragraph 7(a) . You wished to ask whether a 
concession really means a cost in real terms to 
the UK. 


(d) Paragraph 9 . Suggest the addition of a sub- 

paragraph |d) on the lines that we receive more 
than we give. / 


(e) Paragraph 10 . Make the point that cooperation 
would continue because it would be in our 
interests as well as those of the United 
States• 


PAragraph 13(c) . Ask whether the figure quoted 
takes new projects into account eg Brawdy. 


Paragraph 14(d) . That in the opinion of our 
Legal Advisers the wording of the Cebra Mist 
Understanding is "ambiguous" (the relevant 
extract is attached). The best way of resolving 
this would be to make a clear indication in the 
proposed Qost Sharing Agreement that it would 
not be applicable to work already competed at 
Orfordness. This might, of course, lead to 
argument with the Americans. 


Paragraph 20(a) . Make the point that the MOD'S 
interests in a new agreement are at least as 
strong as those of the FCO and suggest the 
replacement of the words "the keenest” by the 
word "keen". 
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Reference... 


(i) Annex - last sentence. In view of Brawdy the 
future USN element is unlikely to he negligible, 
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N H Young 

American Department 


11 February 1971 / I jl (jM 
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Mr Burrows (Legal Advisers) 
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UK/US GOST SHARING ARRANGEMENT : ^ ( °/S’ 


1. Prom time to time you have asked about our 
negotiations with the Americans on the proposed Cost 
Sharing Agreement (or Understanding). This agreement 
would be concerned with the arrangements for the 
provision of land and building and maintenance work 
for US military organisations in this country. 


2. Over the many years during which the negotiations 
have been preceding various agreements or understandings 
have been drafted on which your predecessors have 
advised. However, these were somewhat premature 
in that a policy decision, acceptable to the 
Americans, on our share of the costs has yet to be 
taken. We will, with your advice, draft an 
agreement or understanding when it has been. 


3. The present state of play is that the Ministry 
of Defence are preparing a paper, a draft of the 
first part of which is attached. This will in due 
course be submitted for the consideration of Treasury 
Ministers. It is on paragraph 14(d) of this draft 
that I would appreciate your advice. 


3 


4. As you will see, paragraph 14(d) refers to the 
Cobra Mist (previously designated 441A) project, 
the arrangements concerning which are enshrined 
in the document (which is supposed to be a secret 
Memorandum of Understanding) at Flag B. I should 
be grateful for your opinion on whether the last 
sentence of paragraph 29 of that document could 
be; 


(a) held to imply that the provisions of any new 
agreement which superseded the 1953 US/UK Cost 
Sharing Arrangement would apply retrospectively 
to all 441A activities from the time that the 
understanding covering those activities came 
into effect; 

or 

(b) held to imply that the provisions of any new 
cost sharing agreement would only apply to 
441A activities from the date which the new 
cost sharing agreement came into effect. 

5. Since the major part of the very expensive 
building operation at Orford Ness (the site of 
441A) are now complete and since a new arrangement 
on cost sharing would give better financial terms 
to the Americans on building costs, the UK would 
be liable to heavy expense if interpretation (a) 
above would apply in the event of a new cost 
sharing arrangement being concluded. 
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6. I will be minuting separately about the drafting 
of the Orford Ness document. I doubt very much that 
the FCO were consulted about it. It is clearly 

too late to do anything about that document now but 
subject to your views I think that we need to make 
sure that we are consulted about any future cases. 

The library is unable to trace the Agreement of 9 
May 1967 referred to in paragraph 1 of the document 
and it does not appear in my comprehensive list of 
published UK/US Agreements in force. I have asked 
the Ministry of Defence to let me have a copy. 

7. For your information I attach a copy of the 
Exchange of Letters of 1955 covering the Cost 
Sharing Arrangements. 



N H Young 

American Department 


9 February 1971 
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SECRET - EOFOKEJ EXCEPT US/UK 


29< Agreements and arrangements concluded between the Government of the 
United States and the Government of the United Kingdom, or their military 

and other expropriate authorities, concerning the privileges, immunities, 

/ . 

responsibilities, and activities of the United States Forces and United 
States personnel in the UK shall, except as explicitly otherwise provided 
above, be applicable to the activities under this agreement. Except as 
explicitly otherwise provided in this agreement, the provisions of the 
US/UK cost sharing agreement of 1953 shall apply to the "1&1A" activities 
in the UK, unless superseded by a subsequent agreement. 

30 . nothing contained herein shall be interpreted os changing or 
modifying the aformentioned US/UK agreement, effected by an ex c han ge of 
notes, signed at London, dated 9 May 19^7* . { ' 


’or the United States Air Force 


9th June 19&7 
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Please address any reply to 
MINISTRY OF DEFENCE 
( ) 

yLfr^I.^% t 71 2520/67/W 


M G F Hall, Esq. 
Treasury Chambers 
Great George Street 
London SW1 . 


MINISTRY OF DEFENCE 

Main Building, Whitehall, London S.W.i 
Telephone: Whitehall 7022 , ext. 6054 


3 February 1 971 
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UK/US COST SHARING AGREEMENT 




As agreed at our meeting of 27 January, I enclose the 
first draft of a paper by officials on this subject. 

In order to finalise its v/ording and to consider the 
next steps, I would be grateful if you (together with 
the others concerned who are being sent copies of this 
letter and the draft) could attend a further meeting 
at 1100 on Friday, 12 February in Room 3254 of the 
Ministry of Defence (Main Building). 




w “7m 


L/i / As 

^ / . Jj [I 1 

McJc 1 I 


D W WARD 
Head of S9(Air) 
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UK/US COST SHARING NEGOTIATIONS: NOE DE's 


A, INTRODUCTION 

This paper sets out the background to the impasse which has 
currently been reached in these negotiations--and explores the 
question of what actions might be taken to break the deadlock and 
whether they are justified. It is divided into four main parts 


and an Annex:- 


Section B 


Annex A 


Background 

Arguments for and against Further Concessions 

Alternative Courses of Action 

The Public Expenditure Position 

The Effect of levying DOS DEs at various 

rates. 


Bo BACKGROUND 


(i) The 1955 Agreement . In June 1948 the US Government 

offered to send three groups of heavy bombers to Europe 
"as a token of US interest in the defence of Europe”. 

Two groups arrived in the UK in July 1948, while later 
in the year the third was transferred to the UK from 
Germany to ease the burden on German: airfields during 
the Berlin- airlift. The aircraft were stationed at 
Lakenheath, Marharn and Sculthorpe. In August it was 
provisionally agreed that the US Government would pay 
"extra costs" for all USAP units stationed in UK while 
the RAP provided airfield facilities, accommodation and' 
the services of RAP personnel free of charge. No formal 
agreement was made, the arrangement being intended to 
apply "for the period of the present emergency unless 
otherwise mutually agreed". In the same month the 
Cabinet agreed that £500,000 be spent to prepare up to 
four additional airfields for use by USAP heavy bombers. 
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The Russians lifted their blockade of Berlin on May 
12 1949. By this time discussion of more permanent 
arrangements relating to the USAF presence in UK was 
under way and culminated in the so-called "Ambassador f s 
Agreement" of 1 5 April 1950 which was primarily concerned 
with providing four airfields in the Oxford area for USAP 
bombers. It was not a formal inter-Governmental agreement 
but simply recorded the US Ambassador’s understanding 
that the then Under Secretary of State for Air’s record 
of their discussion of the topic was correct. 

Further US requirements, not provided for in the April 
1950 understanding, soon arose. This led to more 
discussion and negotiation and to the conclusion, on 
9 September 1953> of a comprehensive cost-sharing arrange-- 
ment. This "1953 Ambassador^ Agreement" superseded all 
previous understandings. The present negotiations are 
aimed at producing its successor. 

The main points of the 1 953 agreement were that the UK 
should make an Exchequer contribution of £22. 5M to the 
total planned USAP works programme of £125M; land surplus 
to UK requirements was to be made available free; the 
UK were to spend up to £100,000 in any one year on the 
reprovision of installations so that land that was not 
surplus could be made available to USAP: and DE’s were 
to be charged at half the full rate (i® 1^/q instead of 
15 ^) on major new works and at the full rate (l 5/°) on 
-.minor works and maintenance carried out for USAP by the 
Air Ministry. No arrangement was made about the residual 
value of sites that USAP might return to the UK government. 
The cost-sharing arrangements were to remain in force 
until the £125M USAP programme had been completed. 
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5. By August I960, according to our calculations all but 

» 

£1M of the USAP programme had been spent, committed or 
approved and so the ECO sent an aide-memoire to the US 
Embassy suggesting that the 1 953 arrangement was due for 
review. In 1963 negotiations for new arrangements 
commenced. 

(ii) The Interim Period 1 963 Onwards 

6 . Negotiations on new arrangements which would appl^to ^al^ ^ 

^ US Services in Britain have been prolonged. Agreement^ 

has now been reached on all points of substance except on 
the rate of DE’s which the Americans should pay on works 
services carried out for them by DOE. While negotiations 
are in progress they continue to pay at the rate of 7?% 

on major new works and 15% on minor new. works and maintenance 

■h'zLws lU'i' 

Burfng the--period—G-f~tlre~ nego t i/ at-i-ons the standard rate 

1 . 
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increased to 20% (and may shortly be 


further raised to 22%). The cost of allowing the Americans 
to pay at these concessionary rates is estimated to be 
£13.5M to date. (1953 - end of current financial year). 

In the actual negotiations about the rate of DE’s, the US 
opening gambit was to claim that they should not pay DE’s 
at all. The UK countered with the suggestion that the 
US should pay full DE’s (20%) on all works and maintenance. 
Since then, the UK has made the following offers, all of 
which have been rejected:- 

a. That the US should continue to pay DEs at the 7^%/l 5% 

" >V I,} 

concessionary rate until the |COst to UK totalled £5M: 
thereafter they should pay the full 20%: 

b. that the UK should write off the difference between 
oontinuing to charge at the old ( 15 %) rate and charging 
at the new (20%) rate, with a charge of half rate for 


major new works: 
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c. that DEs should he levied for the duration of any 
new arrangements at 10% on major new works and 20% 

on minor works and maintenance in return for residual 
values. 

d. that DEs shojuld he charged at 7?%/l5/“ with no upper 
limit on the UK contribution. 

This last offer was formally rejected hy the Americans 
on 9 October 1970. 

(iii) The Present Position 

8 . As stated at the outset, negotiations have now reached an 
impasse. The Americans are waiting for the UK to make a 
further offer involving a bigger concession. They have hinted 
informally to ECO officials that they would probably settle 
for a DE rate of 57° "across the board", their reasoning being 
that this comes very near to the rate charged for NATO 
Infrastructure capital projects (1+.9/6). 

0. ARGUMENTS FOR AN) AGAINST FURTHER CONCESSIONS TO THE US 

9. From the political point of view, it can be argued that it 

is in Britain’s interest to make some further concession because: 

a. Such action would be further-pro©f of UK willingness 
to shoulder an appropriate share of the common defence 
burden in defence of the Western Alliance: 

b. It would help the US Administration to resist those 


ku $ v1 




members of Congress and others who wish to reduce 
American overseas defence commitments and to start 
withdrawing US Forces from Europe: 

c. A refusal by the UK to concede any more favourable 
rate of DEs than our last offer can only sour Anglo/ 

US relations, is contrary to the spirit of partnership 
in common defence and strengthens the belief of isolationist 
American politicians that the United States is being 

exploited by its allies. 
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10. On the other hand, it could he argued that: 

a. The sums involved and the matter itself are not 

of sufficient importance to trigger any major crisis 
in Anglo/US relations \^cy *j iljJ< 

b. Even if the Anglo/US political relationship were 
to cool, defence co-operation would continue "between 
the two countries because it is in the United States’ 




own national interest to maintain forces in Europe 
(including Britain) as a forward position vis-a-vis 
the Soviet Union. 


11. Prom a military point of view, it can he argued in favour 
of a further UK concession that:- 

a. NATO is the keystone of UK defence and it is in 
our national interest to involve the United States as 
closely as possible in the defence of Britain. Any 
lessening of the US commitment would lead to the UK 
either having to spend more money on defence or else 
having to accept a lower level of security: 
h. If the US sought to set up a separate works organisa¬ 
tion, this*;jght lead to unacceptable confusion about 
maintenance, works services etc. at locations used by 
both USAP and the RAP (eg: Nprtholt). 

12. On the other hand, of course, if the cost has to be met 
from the existing Defence Budget, this could be at the expense 
of purely national defence requirements. 

13* Prom the financial point of view, it may be said in favour 
of a further UK concession that:- 

a. Because of'US involvement the defence of the UK costs 
less thai it would do otherwise: 

b. Even if the US paid no DEs at all, the UK would still 
receive a better deal than it did in 1 953 (See Annex A. 

If DEs were remitted altogether, the UK would be contribut¬ 
ing £1 8 . 3 M o^£92M or 19.^4, whereas under the 1953 
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Agreement, the UK made a direct cash contribution of 
£22.5M and has remitted DEs at an estimated cost of 
£13.5M to date making a total contribution of £36M on 
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£125M - or 28.85b). 

^ ^ c. Were the Americans to set up their own works 
P organisation there would be a foreign exchange loss of 

about £1 M p.a. 

11;. On the other hand, it should be borne in mind that:- 

a. Either total public expenditure would be increased 
by the amount of the concession, or the money would have 
to be found from within existing PESO ceilings. 

b. With the rate of DEs having risen to 20/b (and being 
about to rise further to 22%) the Americans already enjoy 
a considerable concession that has become more valuable 
with the pas&age of time. 

c. To set up their own works organisation would cost 
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the' US heavily in money, manpower and time: 

d. The UK may be committed to applying the terms of any 
1 new cost-sharing arrangement to the "Cobra Mist" project 

& 

^ ^ retrospectively . Any concession beyond the last offer 

/"/, t * , , N ^ i- a 

yWijty, (7i%/1 5/°) JIDU-Id lead to an increase in the UK contribution 

to this project. 

. e. Should the US set up its own works organisation, 
it.may—w-e- l - P-b e-- p os~sib 1 -e jfor DOE staffs to be reduced. 

D. ALTERNATIVE COURSES OF ACTION 

13. There are several courses of action open to the UK 

negotiators: Ulwjk t&intuL &?/*■ ~ 

a. To decline to make an improved offer, pointing 


out that with the rise in the rate of DEs to 22?o 

the last offer represents an even more worthwhile ^ 


the last offer represents an even more worthwhile 

1 / I Vl_ 

concession. This[may well/lead to friction. 
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t>. To offer to charge DEs at 7 " 2 '% on major works and 
at some rate "between 7?% and 15 % on minor works and 

W / • ‘V:- 

maintenance. The problem here would he justify the 
further concession: 

c. To offer 5% on major works and a higher rate 
(say 10%) on minor works and maintenance. The same 
difficulty arises as with b. above: 

d. To offer 5% “across the board”. While this 
would almost certainly lead to agreement being reached, 
it represents a very considerable increase in cost to 
the UK: our contribution would double (See Annex A). 

16. The basic problem is to put a price on the value to the 
UK of reaching agreement on this matter. Is it worth nearly 
£1 ,UM a year at the expense of .other expenditure to which we 
might wish to give a higher priority? 

PUBLIC EXPENDITURE POSITION 

17. The cost of the present concession is met by the Department 
of the Environment and appears as a loss of appropriations-in- 
aid under "Common Services”. At present this amounts to 

just over £0.5M a year. If the present rate of 72'%/l5/° is 
continued, the estimated loss of receipts will rise to £0.67M 
over the next ten years (see Annex A). 

18. An offer of 7£%/l0% would increase this forecast' loss 
of receipts-by £0.32M to just under £1M a year; 

5%/1 0% by £0.39M to £1 .06M a year; 7?% "across the board” by- 
£0.47M to £1 .14M a year; and 5% "across the board” by 
£0.7M to £1 .37M a year An increase of DOE departmental expenses 
from 20% to 22% is currently under consideration. If this is 
put into effect, the amount of each of the above concessions 
would be increased by £183,000 a year. 
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19 . If it is accepted as a matter of national policy that 
DEs should he further reduced "below the current level of 7i>% 
for major capital works and 15 % for minor works and maintenance, 
the cost of this concession will have to he met either hy a 
corresponding increase in total public expenditure or through 
the achievement of corresponding savings within existing public 
expenditure ceilings. The Treasury say that they remain 
unconvinced of the necessity for making any further concessions 
to the Americans and that it is for those Departments which 
argue for this to find the money from within their own resources 
at the expense of items to which they attach lower priority.. 

20. The views of the three Departments concerned can he 
summarised as follows:- 

/ a. The Foreign and Commonwealth Office are the keenest 
A advocates of a further concession, hut have no funds 
( available to meet its costs. 

h. The Ministry of Defence recognises the advantages 
of a concession to the Americans, hut considers that the 
benefits are intangible rather than concrete. Therefore, 
given the current severe pressures on the Defence Budget, 
it cannot he assumed, without further examination within 
the Department, that these intangible benefits would be 
considered weighty enough to justify the possible sacrifice 
of other projects of more direct value to UK defence, 
c. The Department of the Environment have no direct 
interest in making a concession and consider that, since 
it would be made on defence or political grounds, they 
would expect to be reimbursed for any consequential loss 
of receipts from either FCO or MOD Votes. 
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\L. ATTN EX A 

THE RELATIVE COST OF CHARGING DOE DES AT VARIOUS RATES 

1 . The accuracy of these figures depends in turn upon the 
accuracy with which the Americans have forecast their future 
works expenditure. Calculations are to slide rule accuracy and 
assume that £1 = ?/ 2:40 US and DOE DEs are 20% (tirey-may soon-rise 




Total US works expenditure over next 
ten years 

Of which c. 3 on major works, say 
Of which c. § on minor works and 


maintenance, say 


, are: 


$ 220M 

£ 92 M 

//> 70M 

£29oM 

$ 150M 

£ 62 . 5 M 


Paid by US UK Contrihtn 


No UK Concession . Pull DEs charged 
on all works services for US 0 

£ 


44M 

18.3M 


Nil 


Last 

Concession (7l% on major 

# 


& 1 6.25M 

works, 15% on the remainder) 

27.75M 

rejected by US (7.10.70) 

£ 

11.55M 

£ 6.75M 

Some 

Further Possible UK Concessions 




(i) 

7 i% major works, 10 % remainder 

w 

20.25M 

& 23.75M 

£ 

8.45M 

£ 9.85M 

(ii) 

7 l% on all works and maintence 

w 

1 6 .5M 

M 27.5M 

£ 

6 .87M 

£ 11 .43M 

(iii) 

5 % on major works, 10 % on 
minor works and maintenance 

w 

18.5M 

^25.5M 



£ 

7.7M 

£ 10.6M 

(iv) 

5 % on all works and maintenance 

# 

11M 

/ 33M 

£ 

4.58M 

£_13.72M 


It should he noted that most of the programmed works are 
for USAP. The US Navy element is negligible. 
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MINISTRY OF DEFENCE 
Main Building, Whitehall, London S.W.i 
Telephone: Whitehall 7022 , ext. 6054 


Please address any reply to 
MINISTRY OF DEFENCE 
( ) 
DWW/66/71 

yoJ^;™.- Ap / OT 2520/67 


3 February 1 971 


M G F Hall, Esq. 
Treasury Chambers 
Great George Street 
London SW1 . 
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UX/US COST SHARING AGREEMENT 


As agreed a 
first draft 
In order to 
next steps, 
the others 
letter and 
at 1100 on 
’Ministry" - of 


t our meeting of 27 January, I enclose the 
of a paper by officials on this subject, 
finalise its wording and to consider the 
I would be grateful if you (together with 
concerned who are being sent copies of this 
the draft) could a ttend a further meeting 
Friday, 12 February i n Room 3254 of the 
r ~*Fe fence in SuT 1 d ing) . 




D W WARD 
Head of S9(Air) 


¥co 


Wi oo 

Wi - { n . 

Cvu \J J 




Ao (wsl ct ^ 

W 

mood C, ^ a ° 








^ ^ C0MPID15WTIAL . ^ 

AF/CT 2520/67/11 

UK/US COST SHARING NEGOTIATIONS: DOE PE's 
A. INTRODUCTION 

This paper* sets out the background to the impasse which has 
currently been reached in these negotiations' and explores the 
question of what actions might be taken to break the deadlock and 
whether they are justified. It is divided into four main parts 
and an Annex:- 

Background 

Arguments for and against Further Concessions 
Alternative Courses of Action 
The Public Expenditure Position 


Section B 
" C 
" D 
" E 
Annex A 


The Effect of levying DOE DEs at various 

rates. 


B. BACKGROUND 

(i) The 1955 Agreement . In June 1948 the US Government 

offered to send three groups of heavy bombers to Europe 
"as a token of US interest in the defence of Europe". 

Two groups arrived in the UK in July 1 948, while later 
in the year the third was transferred to the UK from 
Germany to ease the burden on German; airfields during 
the Berlin airlift. The aircraft were stationed at 
Lakenheath, Marham and Sculthorpe. In August it was 
provisionally agreed that the US Government would pay 
"extra costs" for all U3AF units stationed in UK while 
the RAF provided airfield facilities, accommodation and 
the services of RAF personnel free of charge. No formal 
agreement was made, the arrangement being intended to 
apply "for the period of the present emergency unless 
otherwise mutually agreed". In the same month the 


Cabinet agreed that £500,000 be spent to prepare up to 
four additional airfields for use by USAF heavy bombers 
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The Russians lifted their "blockade of Berlin on May- 


12 1949. By this time discussion of more permanent 


arrangements relating to the USAP presence in UK was 


under way and culminated in the so-called H Ambassador’s 


7'greement 11 of 15 April 1950‘which was primarily concerned 


with providing four airfields in the Oxford area for USAP 


bombers. It was not a formal inter-Governmental agreement 


but simply recorded the US Ambassador’s understanding 


that the then Under Secretary of State for Air's record 


of their discussion of the topic was correct, 


Further US requirements, not provided for in the April 


1950 understanding, soon arose. This led to more 


discussion and negotiation and to the conclusion, on 


9 September 1953, of a comprehensive cost-sharing arrange¬ 


ment. This "1953 Ambassador^ Agreement" superseded all 


previous understandings. The present negotiations are 


aimed at producing its successor. 


The main points of the 1 953 agreement were that the UK 


should make an Exchequer contribution of £22.5M to the 


total planned USAP works programme of £125M; land surplus 


to UK requirements was to be made available free; the 


UK were to spend up to £100,000 in any one year on the 


reprovision of installations so that land that was nou 


surplus could be made available to USAP: and DE's were 
to be charged at half the full rate (ic 7i l /° instead of 

. 1 

15 %) on major new works and at the full rate ( 15/0 on 


minor works and maintenance carried out for USAP by the 


.Air Ministry. No arrangement was made about the residual 


value of sites that USAP might return to the UK government. 


The cost-sharing arrangements were to remain in force 


until the £125M USAP programme had been completed. 
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THE NATIONAL ARCHIVES 
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c. that DEs should "be levied for the duration of any 
new arrangements at 10% on major new works and 20% 

on minor works and maintenance in return for residual 
values. 

d. that DEs sho_uld he charged at 7?%/l with no upper 
limit on the UK contribution. 

This last offer was formally rejected by the Americans 
on 9 October 1970. 

(iii) The Present Position 

8 . As stated at the outset, negotiations have now reached an 
impasse. The Americans are waiting for the UK to make a 
further offer involving a bigger concession. They have hinted 
informally to FCO officials that they would probably settle 
for a DE rate of 5% "across the board", their reasoning being 
that this comes very near to the rate charged for NATO 
Infrastructure capital projects (4.9%). 

C. ARGUMENTS FOR ATP AGAINST FURTHER CONCESSIONS TO THE US 

9. Prom the political point of view, it can be argued that it 

is in Britain’s interest to make some further concession because: 

a. Such action would be further-proof of UK willingness 
1 to shoulder an appropriate share of the common defence 

burden in defence of the Western Alliance: 

b. It would help the US Administration to resist those 
members of Congress and others who wish to reduce 
American overseas defence commitments and to start 
withdrawing US Forces from Europe: 

c. A refusal by the UK to concede any more favourable 
rate of DEs than our last offer can only sour Anglo/ 

US relations, is contrary to the spirit of partnership 

in common defence and strengthens the belief of isolationist' 
American politicians that the United States is being 
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exploited by its allies. 






























10. On the other hand, it could be argued that: 

a. The sums involved and the matter itself are not 
of sufficient importance to trigger any major crisis 
in Anglo/US relations: 

b. Even if the Anglo/US political relationship were 
to cool, defence co-operation would continue between 
the two countries because it is in the United States’ 
own national interest to maintain forces in Europe 
(including Britain) as a forward position vis-a-vis 
the Soviet Union. 

11 . Prom a military point of view, it can be argued in favour 
of a further UK concession that:- • 

a. NATO is the keystone of UK defence and it is in 

j 

our national interest to involve the United States as 
closely as possible in the defence of Britain. Any 
lessening of the US commitment would lead to the UK 
either having to spend more money on defence or else 
having to accept a lower level of security: 

b. If the US sought to set up a separate works organisa¬ 
tion, thislight lead to unacceptable confusion about 
maintenance, works services etc. at locations used by 
both USAP and the RAP (eg: ’Nprtholt). 

12. On the other hand, of course, if the cost has to be met 
from the existing Defence Budget, this could be at the expense 
of purely national defence requirements. 

13. Prom the financial point of view, it may be said in favour 
of a further UK concession that:- 

a. Because of'US involvement the defence of the UK costs 

vf* « 

less thai it would do otherwise: 

b. Even if the US paid no DEs at all, the UK would still 
receive a better deal than it did in 1953 (See Annex A. 

N 

If DEs were remitted altogether, the UK would be conx,ribut 
ing £18.3M on^ £^2M or whereas under the 1953 
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To offer to charge DEs at 7*2 on major works and 
at some rate between 7i% and 1<* on minor works and 
maintenance. The problem here would be Justify the 
further concession: 

O. To Offer 5% on major works and a higher rate 
(say ICO on minor works and maintenance. The same 
difficulty arises as with b. above: 

d. To offer 5?» "across the board". while this 
would almost certainly lead to agreement being reached, 
it represents a very considerable increase in cost to 
^ UK: oontr ibutionwoul d double (See Annex A). 

16. The basic problem is to put a price on the value to the 
UK of reaching agreement on this matter. Is it worth nearly 

3 ySar St the expenditure to which we 

might wish to give a higher priority? 

PUBLIC EX PENDITURE POSITION 1 

17. The cost of the present concession is met by the Department 

of the Environment and appears as a loss of appropriations-in- 

aid under "Common Services". At present thio 

-no present this amounts to 

Just over £0. 5 M a year. If the present rate of 7£Vl 5?. is 
continued, the estimated loss of receipts will rise to £0.6 7 M 
over the next ten years (see Annex A). . 

18. An offer of 7**« would increase this forecast' loss 
Of receipts-by £0.32M to just under £1M a year; 

5V105O by £0.391! to £1 .06 m a year; "across the board" by 
£0.h7M to £1 .11*11 a year; and 5% "across the board" by 
£0.7M to £1 .3711 a year An increase of DOE departmental expenses 
from 20?. to 22?. is currently under consideration. If this is 
put into effect, the amount of each of the above concessions 
would be increased by £183,000 a year. 
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19. If it is accepted as a matter of national policy that 
DEs should "be further reduced below the current level of 72'% 
for major capital works and 15% for minor works and maintenance, 
the cost of this concession will have to be met either by a 
corresponding increase in total public expenditure or through 
the achievement of corresponding savings within existing public 
expenditure ceilings. The Treasury say that they remain 
unconvinced of the necessity for making any further concessions 
to the Americans and that it is for those Departments which 
argue for this to find the money from within their own resources 
at the expense of items to which they attach lower priority. 

20. The views of the three Departments concerned can be 
summarised as follows:- 

a. The Foreign and Commonwealth Office are ^bh ej keenest 'j 
advocates of a further concession, but have no funds 
available to meet its costs. 

b. The Ministry of Defence recognises the advantages 

of a concession to the Americans, but considers that the 
benefits are intangible rather than concrete. Therefore, 
given the current severe pressures on the Defence Budget, 
it cannot be assumed, without further examination within 
the Department, that these intangible benefits would be 
considered weighty enough to justify the possible sacrifice 
of other projects of more direct value to UK defence. 

c. The Department of the Environment have no direct 
interest in making a concession and consider that, since 
it would- be made on defence or political grounds, they 
v/ould expect to be reimbursed for any consequential loss 
of receipts from either FCO or MOD Votes. 
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ATTN EX A 


THE RELATIVE GOST OF CHARGING DOE DES AT VARIOUS RATES 


1 . The accuracy of these figures depends in turn upon the 
accuracy with which the Americans have forecast their future 
works expenditure. Calculations are to slide rule accuracy and 
assume that £1 = 2:40 US and DOE DEs are 20% (iffirey- ffl - ay soon ri f 

2. Latest figures, all for a ten year period, are: 


Total US works expenditure over next 

ten years $ 220M 

Of which c. on major works, say. //> 70M 

Of which c. § on minor works and 

maintenance, say /4 1 50M 


£92 M 
£29.5M 


£62.5M 


Paid by US UK Contribtn 


No UK Concession . Pull DEs charged 
on all works services for US 


0 44M 

£ 18.3M 


c. Last Concession (7?% on major 

works, 15% on the remainder) 
rejected by US (7.10.70) 

d. Some Further Possible UK Concessions 


27.75M & 16.25M 
11.55M £ 6.75M 


(i) 7?% major works, 10% remainder 0/ 20.25M $ 23.75M 

£ 8.45M £ 9.85M 

(ii) 7?% on all works and maintence $ 16.5M $ 27.5M 

£ 6.87M £11.43M 


(iii) 5% on major works, 10% on 

minor works and maintenance 


W 18.5M w 25.5M 
£ 7.7M £ 10.6 m 


(iv) 5% on all works and maintenance 

£ 


11M $ 33M 
4.58M £_13.721.1 


It should be noted that most of the programmed works are 
for USAP. The US Navy element is negligible. 
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OUTLINE PAPER 
U3 0ST-SHARING A3Il< I'EUT 


Origin.'? and context (Berlin air lift, Ambassadors* 
a^roomont). Main features - capital contribution 

surplus land3 free, plus £100,000 a year 
on land . urohase; DE's at half rate (7{$) on major 


nn arrangement on residual values 


The in .orim Period. 1 


ontinued charge at old rates 7^/15^ 


no^otiation - oost so for 


rates until oost 


Charge at 


rite off the difference between 


on basis o' half rate for major new 


works 


(o) O’lnr^eo at 10^/ 20/0 permanently in 
retimt for residual vnluos. 


No agreement on any of tho;.o bases 


r.ost rooont offe" 


over ton years- rejected. Americana soek 


abolition of TV *o but it is thou; 


ev id one 0 t'. cy would probably accept 


across 
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Arguments forenci aiaina t 


Political 


Milltary 


financial and Economic 


>rnablvo C urres oi 


(a) btand pat in 7^/15/^ offer. 

(b) Off or 7">/7l/° (or come fi:ure up to 7^/15"/). 

(o) Offer '■yf’/'j'r (fall-book : <03i L .ion) 

]). Public J.c ■ nUturo * os ..lion 

(a) Preaont ostn op:oar under 'Common J rviooa" aa lone 
of receipts, ub robe of just over £0.5m. a year. 

Oor. Jniin char :cn a!. 7j->VH'5» would narcoao this 
to £0.67n. a year. 

(b) An o ier of 7. / ocroaa the board would re3ult in loot ea 
of :’l,14n. a ye-^r; and 5/ ncroe the board would raise 
the flrure jo £1.37 . a year. 

(c) If fuJl PE*’ riao to a rato of 22/ a year the looioa 
will all be jor^oc; ondin;ly "roater. 

(d) How j.t L; pro oa d bo aeot bhc H;et of any concec.'ion 
within exiotln* public ex or.diburo oeilin^o. 
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THE NATIONAL ARCHIVES 
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OUTLINE PAPER 


A 0 Baokrjo-l 

(i) Thc_101 

Origins and oontext (Berlin oir lift, Ambassadors* 
a^roomont). Hain footuros -» oapltal contribution 
(£22.Dm.); surplus lands froo, plus £100,000 a year 
on land urohaae, PE's at half rate (7&?0 on major 
now works; no arrangement on residual values. 

(ii) The in .orim Period.,,, 

DE's - 0ontinned charge at old rates 7i$/l5£ 


DE's - Continued oharje at old rates tifr/iw 

durinj negotiation - eoat so far 
Various UK - (a) Charge at existing rates until coat 

offers totals £5m. 

(b) v;rite off the differenoo between 

ohar Inc at old and new rates (20/5)» 
on basis of half rate for major new 
works. Cost £1.8 d 0 + 


(o) Charges at 10/V2QS* permanently in 
retuni for residual vnluos. 


No acreoment on any of theco bases, 
(ill) Xho resent Position 


BE *8 


— Host rocont offer 7i^/l55* at cost of £G«7a» 
over ten years— rejected, Americans cook 
abolition oi P ®s but it is thouc't (? 
evidone *)tl oy would probably aocept 5# acroe* 
the board, in roturn for residual valuee. 
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0 AjUUmoAts for end piflin3t fu ther conceaolofl ffl 
Political 

Military 

1’inanciol and Economic 

'• Alternat ive 0 urnen of Actio;,] 

(a) btand pat on 7h%/15% offer.’ 

(b) Offor 7^/’V7i/» (or come figure up to 7^%/l'5%). 

(o) Offer i?/VL»/ (foil-back position) 

Public l-r ,.n.Uturc log IP; Ion 

(a) Present -octn op;.ear under "Comoon J rvioes" as Iona 
of receipt a, at rate of juat over £0.5nu a year. 

Con i nuin , oi.ar 'on at 7i> j /ll)/'® would ncreaso thiu 
to £0.67m. q yenr 0 

(b) An o ier of 7.?' ocroaa the board would reault in losaea 
of -1.14m. a ye-'r; and 5‘^ ocros. the board would raise 
the fifrui e to £1.37 . a year 0 

(c) If fun PE*a rise to a rate of 22% a yenr the loo.aos 
wilL all be cornea; ondin^ly T roater„ 

(d) How it i;. pro on d to moot the "lost of any conoan.’ion 
within existin' public ex : ondituro ceilings. 
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SECRET 


Reference.... 



REGin 


r I: 1971 


Mr. Wiggin (American Department) 


UK/US COST SHARING AGREEMENT ^Ol07 l 

1. You have agreed to attend tile meeting-at—ihe 
Ministry of Defence at 11.00 a.m. on 27 January to 
discuss the tactics on obtaining Ministerial approval 
for making an improved offer to the Americans on DE 
charges. 

2. At a meeting on this subject on 11 January (record 
at folio 4) it was agreed that Mr. Ward should submit 
a draft letter for the Minister of State for Defence 
to send to the Chief Secretary requesting approval 
for an offer to the Americans of DE charges at a 

rate of 7i% across the board. This Procedur e was 
not followed as the Treasury (see Mr. Hall s letter 
of 15 January on Polio 2) subsequently objected to 
it, and as the Permanent Under-Secretary Ministry 
of Defence thought that there would be no chance of 

Ministers agreeing to such ■an offer. ®® n !^® 0 ve 

that the Chief Secretary should be asked to approve 
an offer of a 5% DE rate on new works and 10% on 
maintenance. (You will remember that the last offer 
made to the Americans was 7\°/° on newvorks and 15/° 

I on maintenance.) 

5. The proposal contained in paragraph 4 of Mr. Hall's 

KSSBSTS 

■1-0 meet the cost of a concession to the Americans 
I if this would mean that they would have correspon 
ingress to spend on what they consider to be 

I more important projects. Mr. Vincen ^ they lost 
the DOE would not be unduly dismayed .if ™ey iosu 
rnenu^ wu work. The answer to the problem 

their OS military worK. Defence to agree to 

would be for the ninistry oi Americans 

meet the cost of the concession to '™ whioh 

SS hav^t o°be * thrashed 5 out at ?he. meeting between 

I '£KS£frSs&”33gf: 

K'Lgotiations *ou migh ^ftlS’ tfaf t£°e 
SfnLf/y of defence consider it vita^L to Britain s 

security ^at we should continue to Invoi^ (see 

“b presence°here 

rL?irg e f uSo»deJ|ceexpenditure, f there DE 

concession. 6 to^be'born^by the Ministry of Defence 
I vote. 
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Reference... 


4. As far as the size of the offer to be made to the 
Americans is concerned you will wish to ask the 
difference in the total value of the proposal 
suggested suggested by the PUS (MOD) from that 
agreed at the last meeting. You could add that 
although both would be considerable improvements 
on the last offer and are not likely to cause the 
Americans to break off the negotiations, either 
is likely to disappoint them and may not be 
acceptable to them. In view of the possibility 
of the standard DE rate being increased to 2 
and the consequent difficulty there would be if / ' * 

it proved necessary to seek Ministerial approval 
to make yet another offer, you would have been 
happier to make an offer this time round which 
the Americans would have been likely to accept. 



N H Young 

American Department 


22 January 1971 
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MINISTRY OF DEFENCE 
Main Building, Whitehall, London S.W.i 
Telephone: mntehall 7022, ext. ' 1 


20 January 1 97 1 


Please address any reply to 
MINISTRY OF DEFENCE 


and quote: 
Your reference , 


PS/Mr M Hall, Treasury 
PS/Mr A Wiggin FCO' 
PS/Mr S Vinc.ent, DOE 
FI(Air) (Mr Gammon) 
Head of. F5(Air) 

DS 12 
DS 20b 


r D3 12 and DS 20 a copy of the minute 
iginally proposed to put forward to 
view of what has heen said hy the 
is has now heen withdrawn and is not, • 


PA/Head of S9(Air) 

Room 7204 Main, Building 
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DS. Form 4 


With the Compliments of 
. V4 . V4 . 


MINISTRY OF DEFENCE 
Main Building, Whitehall 
London, S.W.1. 
WHItehall 7022 
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Please address any reply to 
MINISTRY OF DEFENCE 
( ) 


. DWW/31 /71 

Sl,f / ct252o/67/i1 


MINISTRY OF DEFENCE 

Main Building, Whitehall, London S.W.i 
Telephone: Whitehall 7022 , ext. 6054 

1 9 January 1 971 


MOP Hall, Esq. 
Treasury Chambers 
Great George Street 
London SW1 . 


j-i/LtA. * 

tfd, m 


o, c , 


Hr LOl<yjUv, rCO 

Hi Ou/vc<lv\)b 

£i(aSJ\ 

v \U Ao 


Dear Hall 


[fin u f o/f 


UK/US COST SHARING AGREEMENT 


Thank you for your letter of January 15, which I have discussed 
with those who attended the meeting on January 11. None of 
us had understood the Treasury views, in the terms in which 
they are expressed in your letter. We had understood that '■ 
the line of approach embodied in the draft (of which Morris 
has a copy) representing a MOD-FCO-rDOE point of view, was 
acceptable to the Treasury. 


In the light of what you say, we must clearly have a further 
discussion about the matter before anything is put to Ministers: 
in the meantime, I have suspended action here.• I will ask 
my office to arrange with yours, and with those of others 
concerned, a mutually convenient date when we may discuss the 
matter further. 


C/ 

( (/IWt 




7) Aihcsi 


D W WARD 
Head of S9(Air) 
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- -SUMMARY OF A MEETING HELD AT 1530 HRS AT 
MINISTRY OF DEFENCES. MIN BUILDING "0N~ ~ 
11 JANUARY 1971 TO DISCUSS THE UK/US 
COST SHARING AGREEMENT 


J 


Those Present 

Mr D W Ward 
Mr A Morris 
Mr N H Young 

Mr S J Vincent 
Mr G J Gammon 
Mr K M Alexander 
Mr R F Cope 
Mr N J Marsh 



Head of S9(Air) (Chairman) 

Treasury 

Foreign & Commonwealth Office 
(American Department) 

Department of the Environment. (DS(Air)) 
FI(Air) 

F5( Air) 

S9a(Air) 

S9a(Air; 


1. The Chairman gave a brief resume of the UK/US cost- 
3 haring saga and stated that this meeting had been called 
to try to reach broad agreement at official level on the 
next stage of negotiation proposals. 

2. Mr Young advised that it was understood from informal 
discussion with the US that an offer of across the board 
was likely to be acceptable to them. However, he agreed 
that, in the first instance, we should try to seek agreement 
on 7?% across-the-board. The US did not favour separate 
percentages for major works and for minor works and main¬ 
tenance; this was partly because they could reclaim capital 
costs from NATO Infrastructure whereas they could not claim 
for maintenance and indications were that a tight rein was 
being held on finance for maintenance work. 

3. The Chairman pointed out the various costs of proposals 

considered, calculated on the assumption that DOE DEs remained 
at 20 %. The concession authorised by the Treasury, but 
rejected by the US DEs on major works/15^ on remainder) 

would amount to a UK contribution of £6.75M; 7? c ° across the 
board would result in a UK contribution of £11.43M and 3% 
across the board £13.72M. 

4. Mr Morris suggested that delay in reaching agreement had 
hitherto been to the advantage of the US but that their 
situation had now changed. From a financial point of view, he 
could see. no reason why an early agreement was desirable: it 
would not be to our financial advantage. Although there was 
great pressure on the UK to increase our financial contribution 
to NATO, we preferred to play our part by increasing our 
physical presence. However, the Treasury would not oppose a 
further concession if this were considered necessary for 
political or defence reasons and were accepted by DOE. At the 
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same time, they would not wish to encourage it. He pointed 
out that the rate of DEs was at present under consideration 
and might well be increased to 25%, although he did not 
siiggest that this element should be introduced into the 
discussions at this stage. He said that Treasury Ministers 
would wish to be assured about Departmental Vote responsibility 
for any further concession offered. He recommended that any 
proposal to the Chief Secretary for new negotiating terms 
should avoid any reference to a fall-back position; this might 
tend to imply that Departments were not intending to negotiate 
sufficiently seriously at the higher rate. 

5. The draft letter from the Minister of State for Defence 
to the Chief Secretary was then discussed and the following 
amendments were agreed: 

a. Paragraph 5 . Delete from "Failure" to "confusion". 
Insert "If it continues, there is a risk that the US 
will decide to carry out their own works services in 
future. This could lead to some loss of foreign 
exchange and at establishments involving both UK and 

US facilities to an unacceptable degree of confusion. 

6. However the principle argument for taking a new 
initiative is to avoid any adverse repercussions on 
either Anglo-US political relationships or Anglo-US 
co-operation in the defence field. I believe it is 
vital for the security of this country to continue 
tc involve the Americans in defence projects here in 
support of NATO in the foreseeable future. I therefore 
propose that we should offer to accept a rate of 7j% 
on all works services. This would be a real 
concession . /Jia drafted in para 5 lines 11-1^7. 

b. Paragraph 6. Delete in toto 


Paragraph 


Line 


Delete "and". 


d. Paragraph 7b . Delete in toto. 

e. Paragraph 9 . Delete in toto. 

Insert "I am copying this letter to the 
Minister of State (Foreign & Commonwealth 
Office) and to the Minister for Housing 
and Construction". 

6. In conclusion, the Chairman said that he would now put forwarc 
a submission to the Minister of State and would send a copy to ^ 
those present at the meeting. 



Distribution : 
Those Present 
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DWW/25/71 

AP/CT2520/67/II/186 


PS/PUS (through AUS(O)(Air) 

Copy to: 

AMSO 
DUS(AlR) 

DUS(N) 

ALTS (AS) 

AUS(FS) 

Head of PI (N) 

Head of QMG Sec 
Head of FI (Air) 

Head of F5(Air) 
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UK/US COST SHARING NEGOTIATIONS: DOE DE f S 

1. Arrangements for the cost-sharing of US defence facilities 
in the UK were embodied in the "Ambassador*s Agreement" of 1953:. 
this expired in 1962. Since then protracted negotiations have 
been carried on to produce a new set of arrangements. (On the 
UK side the Departments involved are MOD, FCO, DOE and the 
Treasury). The major outstanding issue concerns the rate at 
which departmental expenses should be charged for work done by 
DOE for the US Services. 

2. Under the 1953 "Ambassadors Agreement" the UK made an 
Exchequer contribution of £22.5M to the total planned USAP 
works programme of £1'25M. It was agreed that the US would pay 
full DOE DE's (reckoned to be 1 5%) on minor works and maintenance 
but only half (7?%) on major works. Since 1953 the figure for 
DOE DEs has risen to 20% but the US continue to pay at the 1953 
rates pending the conclusion of a new agreement. 

3. During the present negotiations there has been no suggestion 
that the UK should make any further Exchequer payment'towards the 
US works programme: consequently, the UK contribution to cost 
sharing is represented partly by the provision of land and partly 
by the remission of DEs. The negotiations opened with a US 
proposal that they should pay no DEs at all on works services and 
a UK counter proposal that the US should pay DEs on all such 
services at the full current rate of 20%> this proposal was 
subsequently modified by reducing the claim for DEs on major works 
to 10%. At the same time, the UK indicated that it was willing 
to forego the bill for DEs which had accumulated since the expiry 
of the old agreement in 1962. 

4. The Americans were not satisfied with this new offer - they 
felt that it was contrary to the spirit of US/UK partnership in 
defence and that it was a much less generous contribution than the 
UK had made under the 1953 Agreement. They indicated that they 
might wish to go out to direct contract in future rather than to 
the DOE. 

5. To try to break the deadlock, the then Minister (a), with the 
support of his FCO colleague, wrote to the then Chief Secretary 
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of the Treasury last March seeking consent to the UK 
offering to charge the US 55° DEs on major works and v ^ 

10 % on the remainder. (e 64). The Chief Secretary 
did not agree to this. Instead he suggested 1 that the 
UK offer to continue the 1953 Arrangement (ie: 
on major works and 1 5?o on the remainder). (E72). 

6. This proposal was put to the Americans, at official 
level on 21 May and was.formally rejected by them on 
9 October. The negotiations have now reached an impasse, 
which, in the interest of Anglo-US relations, it is 
essential should be speedily resolved.’ US officials 
have made it clear informally that their authorities 
no longer expect to avoid paying DEs completely, but that 
a DE rate of 55° across the board might be acceptable. 

This would be very near the rate (4.95°) which the UK 
charges NATO in respect of Infrastructure capital projects. 

7- However, it can be argued that this would be too 
large a concession to make, especially since it involves 
a large element of subsidy by DOE: and that the right 
course is for the UK to propose an intermediate rate 
between what was proposed earlier this year and what , 
the US authorities have recently indicated they would 
probably be prepared to accept. This would be 7^5° 

"across the board". This rate would involve a UK 
contribution of some £11.4M over the next ten years: 
the cost would fall on DOE Votes. The details, so far 
as the USAP are concerned, are included at El 10. Works 
for the USN are insignificant by comparison. 

8. It is in the general interests of Anglo-US political 
co-operation, and of Anglo-US defence co-operation, 
that this problem be settled as soon as possible. The 
longer it drags on, the more difficult it will become 

to resolve and the US authorities might well in despera¬ 
tion decide to institute arrangements for carrying out 
their own works services. This could lead to loss of 
foreign exchange and to an unacceptable state of 
confusion on stations and establishments where both UK 
and US facilities are involved. 

9. However, the overriding reason for trying to settle 
the issue with a fresh concessionary offer is the fact 
that for the foreseeable future it is vital to Britain's 
security that we should continue to involve the Americans 
willingly in defence projects here in support of NATO 
and common Western defence. 

10. I have discussed this at the official levei with 
the PCO, DOE and Treasury. PCO and DOE officials 

concur with my view that, subject to Ministerial agreemem , 
we should make a new offer to the Americans of DEs at 
the rate of 7?5° "across the board". This rate would 
represent an UK contribution of about £11.5M, which is 
actually smaller than we made in 1953. (USN works 
services are marginal and do not substantively affect 
the calculation). Treasury officials have indicated 
that they would, in all the circumstances, be prepared 
to recommend this to their Ministers. If the US 
authorities reject such an offer, we shall need to 
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SECRET 


cont'd 


consider the matter further and to consult Ministers further 


11. To sum up, I consider that, given the importance of an 
early settlement of this issue, from the point of view of "both 
our political and general defence interests, we should now, 
subject to Ministerial'approval, make a new concessionary offer 
to the US authorities of a DE rate of 7’’across the board"; 
which represents a substantial sum over the next ten years. 


12. I recommend that PUS should invite the Minister of State 


to endorse this recommendation 


to write to the Chief Secretary on the lines of 
the draft letter at El 11, the text of which has 
been generally agreed at the official level. 


D W WARD 
Head of S9(Air) 
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MINUTE TO CHIEF SECRETARY 


1. For over six years negotiations have been carried on at official 

. 

level between the US and UK for a new agreement on the sharing of i 

the cost of US defence facilities in UK. This is necessary "because 
the 1953 "Ambassadors Agreement", which laid down the present cost- 

sharing rules, expired in 1962. The negotiations have for over a \ 

\ 

year now been deadlocked over the rate of departmental expenses which 

* • f. 

the UK should charge for v/orks services carried out for the US Services i; 

in this country by the Department of Environment. If this impasse 

. j 

can be resolved, there is no reason why the negotiations should not 
be speedily and successfully concluded. | 

2. Under the 1953 "Ambassador’s Agreement", which was restricted 

•f • 

to the USAF, the UK made an Exchequer contribution of £22.5M for a 

Ij 

. total planned works programme of J3125M. In addition, we allowed the 

j, • 

US, while they paid full DOE DEs (15%) on minor works and maintenance, i • 
to pay DEs at half rates (7?%) onmajor v/orks. Since then the rates 

i ' 

of DOE DEs have risen to 20% but, until new arrangements are finalised, 

; • . 

the US continue to pay at the 1953 rate. 

3. The new arrangements are intended to apply to all US works services 

% V 

here. Last May, following consultation with your predecessor, we 
offered to continue to levy DEs at the rate of 7?% on major works and 
15% on minor works and maintenance. The USAF plan to spend 220M 
(£92M) on works in the next ten years - USN expenditure is marginal - 
and, were full DEs at 20% to be charged, they would incur extra 
expense of / 44M (£18.3M). The effect of our offer would have' been to 
reduce the extra expense to / #'27.75M (£11 .55M) and to involve a UK 
contribution of £6.75M spread over ten years. On October 9 the 
Americans formally rejected this offer. 

4. The US authorities consider that our proposal of last May 
represented a less generous offer than we made in 1953 (especially 
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ATTN EX A 


EFFECT OP LEV^INQ- DOE DES AT- VARIOUS RATES 


1 . The precise effoct on the Defence Budget of concessions or* 
DOE DEs depends upon the.accuracy with which the Americans have 
forecast their works expenditure during the next ten years. 


Throughout the calculations, .DOE DEs have been assumed to he 
20% on all types of work and £1 has been taken as worth / 2:40 


2. Latest figures, all for a ten year period,are 


UK Contribn 


Full DEs charged on all 


works for US 


Concosnlon authori sed by Treasur: 
A- re.lee tod by US 


DEs charged on major works 


1 5'/- on remainder 


Piirthnr UK Concession 


DEs charged on all works 


UK "Fall Back 11 Concession 


jjjli DEs charged on all works for 


^ 11m . ^ 33 m 

£4.33m £13.72m 

(All figures slide rule accuracy) 
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17 h denuary, 1071 


nr .7a rd, 


p. a.n our view, whot ’ • ne A eo.’ is rn - reed pope" by officio’ o sot tin; 
out *;hc* h otorv o ' this topic, the -arlous cons•derations involved and 
t , ? poj ibl "/u: sc;' o. .'Hon (I do no - ; tilin’: It would bo possible for 
officials to • ‘to on hid r: rt cular cou'-sc o’ action should be 
reo. ...ended). A mrvey o this hind is o' tL 'unrly Important for 
. iniot rs .ho ore . cj to th • topic, -cither draft vie have scon so In?' 
really me V tills ro pj’renont. 

2. This paper sueaid th in bo u to th Chief Jooroiary under eo-or 
of a letter by on" oi his *ol ea puss pro os in*; a particular course of 
sot Ion. 


4, ; ho "mrric of action opos ?' should bo • ut forward, or at least 

endorsed, b f c "1; is' ■ or. whoso otc V j :ost of any concession 
,rule" fall, rro o a... s 1' also bo • n o o aoootvioclatin - * this e :trr 

c rponditur..’ within Vic owls in * 1 » ,S, . limits, wc ottos', particular 

importance: to t .i.• In t ro-’uironon t, 

t. 7 hope you 11 -pro V nt this method o* prooeduro wii . bo the 
nos' •rdorlp", ad "oboblp a so t o cat. e>:oed it iou3, way of a.curinj 

a ? inisto rial d ;i; ion, T so, ,vo shall V *lad t » co-j; orate in V c 

rn tin, o” th j ■ . or by officials. 

C, I or:, no i ’in copies of thi. lottos to ’ inonnt, D.O.E,, an; 7 
J * - 1 '• * V * * 

Yours ainceroly, 


• • * a r<. * *Q". f 

Herd of C°UirJ, 
...inistry of of once, 
*'sin build in;, 

i i;i>on, .. .i. 
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horris has r ort d to no ^ o outcome of the meet in * you hold on 
. it January and I a\ n cm copies of the _.ro osed submission on this 
to; ic. A. a '• sui . I _ el b-'-un 1 to o t the ’’roe my v lew on how this 
no ?r slioul ’b hor.'"led, In or’or to avoid t e ifiiialtias which arose 
os. the lest v> can ion wh i‘ nt to '‘.inis', rs. 
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Referepce. 


Mr Wiggpji (American Department) 


REC r; VuD !N 
R.v'";: YNo.72 

13 JAM 1971 


« 


UIC/US COST SHARING AGREEMENT 



1. _ You have agreed to attend the meeting in the 
Ministry of Defence on the above subject at 3»30 p m 
on Monday 11 January. I will accompany you. 


2. The <±>ject of the meeting will be to obtain the 
informal views of the Treasury representative on 
the proposed revised offer to the Americans on DE's 
before its submission to Ministers for approval. 
(You will remember the proposal is to offer DE 
charges to the Americans at a rate of 7^% across 
the board, with a fail-back position of '3% across 
the board.) 


4. I suggest that you should say the following at 
the meeting 


a. While the protracted negotiations on this 
Agreement have been an irritant to Anglo/US relations 
and failure to make an offer which they consider to 
be reasonable would be a source of annoyance to the 
Americans, you think that the drafts over-stress 
the effect onAnlgo/US relations of a failure to 
reach a satisfactory conclusion to the negotiations. 
You believe that this could be rectified by the 
omission of the word "serious" before "political 
embarrassment" in the second sentence of paragraph 
8 of the draft submission and by the redrafting of 
the second sentence of paragraph 5 of the draft 
letter to read "Failure to do so would have an 
unwelcome effect on Anglo/US relations and could. 




p 

I 


3. The attached draft submission to the Minister 
of State (MOD) and draft letter from him to the 
Chief Secretary will be used as the basis for 
discussion at the meeting. There are, I think, 
only two points in this draft on which you would 
wish to comment at the meeting. The first concerns 
the degree, which I think is over-rated in the drafts, 
of the effect on Anglo/US relations of a failure to 
reach a satisfactory agreement and the second concerns 
the mechanics of obtaining the Chief Secretary's 
views. It is apparent from Mr. Ward's draft of 
the letter which the Minister of State (MOD) will 
send to the Chief Secretary that he expects us to 
submit to our Ministers before it issues. I think 
it would be preferable to adhere to the more 
normal practice by which the Minister of State (MOD) 
would copy his letter to Mr. Godber, who would in 
turn write in support to the Chief Secretary. 
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b. You would prefer that the letter to the Chief 
Secretary did not indicate the support of the 
Minister of State (ECO). Instead the letter should 
be copied to Mr. Godber who would then indicate his 
support in a separate letter. (If this is agreed 
paragraph 8 of the draft letter will need to be 
revised accordingly. 
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